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Attorneys for Defendants and
fhp

euc.̂ ^~counmcr.paumy OEPifIY

Cross-Complainants City of San Jose ~
and Debra Pigone, in her official capacity

~~ $r`~~~~IN THE SUPERIOR COURTFOR THE

COUNTY OF SANTA CLARA

12 SAN JOSE POLICE OFFICERS
ASSOCIATION,

13
Plaintiff,

v.
15

CITY OF SAN JOSE, BOARD OF
16 ADMINISTRATION FOR POLICE AND

FIRE RETIREMENT PLAN-0F CITY OF
17 SAN JOSE, and DOE5 1-10 inclusive.,

18 Defendants.

19
AND RELATED CROSS-COMPLAINT

20 AND CONSOLIDATED ACTIONS

21

22

23 ~~ I, ALEX GURZA, declaze:

Case No.l-12-CV-225926 ~~

[Consolidated with Case Nos. 112CV225928,
172CV226570, 112CV226574, 172,CV227864]

DECLARATION OF ALEX GURZA IN
SUPPORT OF DEFENDANTS' AND
CROSS-COMPLAINANT'5MOTION FOR
SUMMARY ADJUDICATION

VOLUMCI

EXI-IIBITS 1 THROUGH8

Date: Apri123, 2013
Time: 9:00 a.m.
Dept.: 8

Complaint Piled: June 6, 2012
Trial Date: None SeC

24 1. I am a Deputy City Manager and the Director of the Office of Employee Relations

25 in the City Manager's Office fox the City of San Jose (hereinafter, "City"). I submit this

26 declaration in support of the City's Motion for Summary Adjudication. I have personal

27 knowledge of the facts set forth below and if called as a witness I could and would testify

28 ~~ competently thereto.
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1 2. I have been employed by the City of San Jose in the Office of Employee

2 Relations since October 3, 1994. During that time, I have been responsible for the formulation

3 of City policies in connection with employee compensation and benefits and for the

4 negotiation of wages, benefits and other terms and conditions ofemploymen[ with the labor

5 unions that represent City employees.

6 The City of San Jose's Workforce

7 3. The City employs approximately 5400 full-time equivalents ("FTEs"); FTEs aze

8 the combined total number of budgeted full-time positions. For example, one full-time position '~,.

9 equals one FTE, and two half-time positions equal one FTE. The majority of Ute workforce is

10 organized. The following labor unions represent City employees:

ll • Association of Building, Meehanioal and Electrical Inspectors (ABMEI) —
approximately 67 FTFs.

12
Association of Engineers and Architects (AEA), IFPTE Local 21 (Units 041,

13 042 and 043) — approximately 214 FTEs

14 • Association of Lega] Professionals (ALP) — approximately 36 FTEs

I S . Association of Maintenance Supervisory Personnel (AMSP), IFPTE Local 21 —
approximately 78 FTEs

16
• CiYy Association of Ivfanagement Personnel (CAMP), IFPTE Looal 21 ~-

17 approximately 329 FTEs

18. Confidential Employees' Organization (CEO), AFSCME Local No. 101 —
approximately 189 FTEs

19
International Association of Firefighters (IAFF),. Local 230 — approximately

20 646 FTEs ,

21 • International Brotherhood of Electrical Workers (IBEV~, Local 332 —
approximately 73 PTEs

22
• International Union of Operating Engineers, Local No. 3 (OE#3) —

23 approximately 664 FTEs

24 Municipal Employees' Federation (MEF), AFSCME Local 101 —
approximately 1851 FTEs

25
• San Jose Police Officers' Association (SJPOA) — approximately 1107 FTEs

26
4. The City workforce also includes two units of unrepresented employees, the

27
Executive Management and Professional Employees (Unit 99), andOther Unclassified Non-

28
2 Case No. 112CV225926

•rvtt ~ ~r u t x yr snn ~~sn~ s my i ivry rvtt a umrv~.vn r
ADJUDICATION



1

2

3

4

5

6

7

8

9''',

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

Management Employees (Units 81 and 82).

5. The City establishes terms and conditions of employment with its labor unions

through collective bargaining. Periodically, the City and labor unions enter into Agreements,

which aze rati£ted by the union membership and approved by the City Council through enactment

of resolutions. If [he City and labor unions cannot come to agreement, the City may implement

after impasse procedures the Ciry's Last, Best and Final Offer ("LBF") by City Council resolution,

except that if the City and the unions xepiesenting polioe officers and firefighters do not come to

an agreement, depending on the issue, the City Charter provides fox interest azbitration to resolve

the dispute. For unrepresented employees, the City Council establishes compensation by

resolution. Retirees aze not represented by any City labor union.

Plaintiffs In This Case

6. Plaintiffs in these five consolidated cases are either City labor unions or currenb and

retired former members of City labor unions; including:

• Plaintiffs in the Mukhar case aze current and retired former members of the
Association of Engineers and Architects [Mukhaz is president of AEA], and
Association of Maintenance Supervisory Personriei ([Dapp is president of
AMSP.

• Plaintiffs in the Sapien case aze current and retired former members of the
International Association of FireSghters (IAFF), Looal 230.

Plaintiffs in the Harris case aze current and retired former members of the
International Union of Operating Engineers, Local No. 3 (OE#3).

Plainriff AFSCME is a labor union representing two City bargaining units
(Municipal Employees' Federation [MEF] and Confidential Employees'
Organization [CEO]).

Plainfiff SJPOA is a City labor union.

City RetiremenC Plans

7. The City has two retirement plans, the Police and Fire Department Retirement Plan,

foi police officers and fireflghYers, and the Federated City Employees' Retirement System, for al]

other employees. The provisions for these plans are established in the City Charter, City

Municipal. Code and agreements with labor unions. The plans include both pension and retiree

heal8i benefits. The plans are administered by two independent retirement boazds, which invest

ALEX
AD7UDICATION
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1 reticemenY Funds, contract for audit and actuarial services, issue financial repoRS and determine

2 employee eligibility for benefits.

3 8. Based on actuazial reports, the boazds establish yearly contribution rates to be paid

4 by employees and the Ciry, as a percentage of salary, to fund employee retirement benefits.

5 Although the independent retirement boards determine the yeazly contributions needed to fund the

6 plans, the Charter, Municipal Code and agreements with unions determine how contributions are -

7 to be divided between employees and the City.

8 Measure B

9 9. Beginning in 2009, the City's contributions for retiree pensions began to

10 dramafically increase and create significant deficits in the CiTy budget. In September 2010, the

I 1 City's Auditor released a report entitled "Pension SustainabiliTy: Rising Pension Costs Threaten

12 The City's Ability To Maintain Service Levels— Alternatives For A Sustainable Future." The

13 Auditor's Report contained a number of recommendations to reform the City's retirement systems

14 and decrease costs. A true and correct copy of the Auditor's report is attached as E~ibit 1.

15 10. In May 2011, the City Manager releasedttie Fiscal ReformPlan with

16 recommendations to achieve cost reductions and/or new revenues for the General Fund to allow

17 for a restoration of services, including addressing increasing retirement costs.

18 11. In 2011, the City began to meet and confer with City unions over a plan to amend

19 the City Charter to reform the City's retirement systems. Under the requirements of Seal Beaci:

20 Police Officers'Assn. v. City of Seal Beach, 36 Cal. 3d 591 (1984), the City met and conferred for

21 over a year but ultimately did not reach any consensus with unions over retirement reform

22 measures.

23 12. In Mazch.2012, the City Council voted to place Measure B on the ballot to amend

24 the City Charter's retirement provisions. In June 2012, the voters enacted Measure B by

25 approximately 70 percent in favor of Measure B. Soon afrer, City labor unions, employees and

26. retirees filed the five actions that were later consolidated under the caption for this case.

27 13. Measure B contains provisions that address employee contributions to pension and

28 retiree health benefits, the creation of alternative pension plans, the end of a supplemental retiree
q Case No. 112CV225926
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I benefit reserve, disability retirement requirements, and suspension of cost of living increases in the

2 event of an emergency, among other issues.

3 Emnlovee Contributions Towards Pension Plans

4 14. Measure B requires employees to make additional pension contributions to the

5 retirement system to defray pension plan unfunded liabilities unless they voluntazily elect to enroll

6 in an alternative lower cost plan. Specifically, Measure B Section 1506-A requires employees to

7 make additional payments in increments of 4% of pensionable pay per year, up to a maximum of

8 16°/o of pensionable pay per yeaz, but no more than 50% of the costs per year to amortize any

9 pension plan unfunded liabilities. (Section 1506-Aj. These contributions are credited to

10 employees' retirement accounts.

11 15. Prior to the enactment of Measure B, City employees made "additional" pension

12 contributions under agreements between the City and its labor unions for the purpose of paying

13 towazds the City's unfunded pension liabilities. City employees also made, or were required by

14 the City to make, wage concessions as an alternafive Yo making additional pension contributions. -

15 The City considers retirement contributions, wages and other benefits to be part of "Total

16 Compensation" for City employees. "Total Compensation" is the total cost to the City of pay and

17 benefits, including base pay, retirement conVibutions, health insurance; and other benefits.

18 16. As stated above, in 2009, the City faced significantly increased retirement

19 contributions towards employee pension benefits and a lazge deficit caused in large part by the

20 incteased contributions. To mitigate the City's fiscal shortfall, in 2010 the Ciry negoAated with

21 City unions to achieve a 10%reduction in total compensation for the purpose of reducing the

22 potentially significant service reduction and layoffs of City employees required to balanoe the City

23 budget.

24 17. In 2010, a coalition of City unions proposed that the City achieve this

25 compensation reduction by employees making an "additio~aP' pension contribution to defray Uie

26 City's required pension contributions. This coalition consisted of AEA, ABMEI, AMSP, CAMP,

27 IBEW and OE#3 ("Coalitiod'). (Plaintiffs in the Mukhar case are members and/or former

28 members of AEA and AMSP [Plaintiff Mukhar is president of AEA, plaintiff Dapp is president of
5 Case No. 112CV225926
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AMSP], and plaintiffs in the Harris case are members and/or former members of OE#3 J

18. The SJPOA and IAFF also offered proposals to achieve compensation reduction via

employees making an "additional" pension contribution to defray the City's required pension

cont~ibukons. (The SJPOA is plaintiff in the SJPOA case; plaintiffs in the Sapieri case aze

members and/or former members of IAFF.)

19. The Coalition unions took the position that the additional employee retirement

contribution of 10% could be authorized by an amendment to the Municipal C6de and did not

violate the City CharCer. An initial proposal received from the Coalition stated:

5.1.2. Additional Retirement Contribution.

Effective June 27, 2010 through June 28, 2011, all employees will
make additional retirement conUibuErons in an amount equivalent to
10% of total compensation effective June 27, 2010. The amounts so
conVitiuted will be. applied to subsidize and thus reduce the prior
service contributionsthat the City would otherwise be required to
make. The paRies specifically understand that this agreement
neither alters nor conflicts with the City Charter Section 1505(c)
because under this agreement, employees will be subsidizing the
City's Section 1505(c) required contribution. This employee
retirement confribution is in addition to and apart from the employee
retirement contribution rates established and approved by the
Federated City Employees' Retirement System Board. This
additional employee contribution shall be reduced by half (50"/0)
effective the first payroll period for Fiscal Year 2012.

+ . . .

In order to implement this provision, the CiTy may be required to
amend the Federated CiTy Employees' Retirement System by
adopting an ordinance amending the San Jose Municipal Code.
These contributions shall be treated in the same manner as any other
employee contributions. Accordingly, these additional employee
conhibutions will be made on a pre-tax basis through payroll
deductions pursuant to IRS Code Section 414(h)(2) and will be
subject to withdrawal, return and redeposit in the same manneras
any other employee contributions.

A true and correct copy of the Coalition proposal provided to the City, dated 6/18/10, 425

p.m., isattaohed es Exhibit 2. True and correct copies of additionzl union proposals by Coalition

members and by the SJPOA and IAFF to pay an increased employee contribution rate are attached

as Exhibits 3 thru 6.
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20.. During the negotiations over the payment of the additional pension contributions,

represenYaYives of the Coalition unions and the City, including myself, discussed the ]egaliCy of the

'~, additional conVibulions under the City Charter. Under the City Charter, the contribution rate to

',pay for "current service or current service benefits" may not exceed the ratio of 3 for employees to

'~ 8 for the City, but the contribution rate to pay for "prior service or prior service benefits" is not

'. subject to any ratio. The Coalition unions took the position that the additional retirement

'. contributions for unfunded liabilities were to pay for "prior service" which is not subject to the 3

to 8 ralio under the Char[er. Thus, the unions took the position that the employees could pay the

entire pension contribution required for the unfunded liabilities

21. In a letter dated June 17, 2010, the Coalition unions transmitted copies of their

proposal to make the additional pension contribufions to the Mayor and City Council. A true and

correct copy of the letter and attached agreements that we received is attached as Exhibii Z

22. During the City Council heazing on the proposal f'or employees to make additional

pension contributions, Christopher Platteq an atfomey representing members of the CoaliUOn,

stated the position of his clients that the City Charter was not a barrier to employees paying the

increased contribution rates. A transcript of his comments aze attached as Exhibit 8.

23. For the three year period, 2010, 2011 and 2012, the union Agreements or Last Best

and Final Offers, with authorizing resolutions, are attached as E~ibits 9 thru 34 in alphabetical

order by union. The memoranda from myself and other City employees in connection with the

City resolutions contained in Exhibits 9 thru 34 were made by and within the scope of the

employees' public duties, were made at or neaz the time of the act, condition or event described in

the memoranda, and reflect information from City financial and collective bazgaining records.

24. During fiscal year 2010-2011, the following six unions agreed that their members

would pay additional employee pension contributions, both ongoing and one-time, as well as a

one-time base pay reduction, equivalent to approximately 10°/o of total compensation, except the

POA agreed that its members would pay 5.25% in additional employee pension contributions on a

one-time basis. The additional contributions and pay reductions were to be used to defray pension

plan unfunded liabilities.
7 Case No. 112CV225926
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1 • Association of Engineers and Architects (AEA) (plaintiff Mukhar, lead plaintiff
in the Mukhar case; is president of the union). [Exhibit 11]

2

3 • Association of Maintenance Supervisory Personnel (AMSP) (plaintiff Dapp, a
plaintiff in the Mukhm case, is president of the union). [Exhibit 15]

4
City Association of Management Personnel (CAMP). [Exhibit I7]

S

6. • Intema6onal Brotherhood of Electrical Workers, Local 332 (IBE4~. [Exhibit

7 23]

• Operating Engineers, Local No. 3 (OG#3) (which represents plaintiffs in the
8 Hmris case). [Exhibit 25]

9 • San Jose Police Officers' Association (SJPOA) (plainfiff in the SJPOA case).

10 [Exhibit 29]

ll
True and correct copies of the Agreements, and authorizing resolutions are attached as

12
indicated above next to each union.

13
25. The following unions or groups agreed to a wage reduction rather than paying

14
additional employee pension conMibution rates, or the City imposed a wage reduction in the form

15
of a Last Best and Final Offer or by resolution:

16
• Association of Building Mechanical and Electrical Inspeotors (ABMGI).

17
[Exhibit 9]

18
Association of Legal Professionals (ALP). [E~ibit 13]

19
• Executive Management and Professional Employees (Unit 99). [Exhibits 32,

20
33]

21
• Other Unclassified Non-Management Employees (Units 81 and 82). [Exhibit

22
32, 33]

23
- Tnze and correct copies of these Agreements or Last Best and Final Offers, and authorizing

24
resolutions, aze attached as indicated above next to each union.

25
26. Only three bargaining units did not Dome to an agreement witk~ the City during

26
2010-2011. The International Association of Firefighters (IAFF), Loca1230), which represents

27
plaintiffs in the Sapien case) had a Memorandum of Agreement (MOA) that expired in 2009, did

28
g Case No. 112CV225926
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not come to any agreement with the City during 2010-2011, but came town agreement with the

City in 20ll to take an approximate ongoing 10%wage reduction. (Exhibit 21) Confidential

Employees' Organization (CEO), AFSCME Loca] 101 (Exhibit 20) and Municipal Employees'

Federation (MEF), AFSCME Local Na 101 (represented by plaintiff in the AFSCME case)

(Exhibit 28) had a closed contract in 2010-2011, but in 2011-2012 the City imposed an

approximate i2%wage reduction as par[ of the City's Last, Best and Final Offer. True and

correct copies of these Agreements or Last Best and Final Offers, with authorizing resolutions, aze

attached as Exhibits2Q 21, and 28.

27. The union agreements to pay additional employee pension contributions contained

substantially similar provisions. For example, the 2010-2011 MOA between the City and the

Association of Engineers and Architects (AEA Unit 43), of which plaintiff Mukhac is the

president, staCes at Section 10.1.1:

On-Goine Additional Retirement Cont~ibu6ons. Effective June 27,
2010, all employees who aze members of the Federated City
Employees' Retirement System will make additional retirement
contributions in the amount of 7.30% of pensionable compensation,
and the amounts so conVibuted will be applied to reduce the
contributions that the City would otherwise be required to make
Tor the pension unfunded liab9lity, which is defined as all costs eo
both the regulaz retirement fund and the cosUOf-living fund, except
current service normal costs in those funds. This additional
employee retirement contribution would be in addition to the
employee retirement contribution rates that have been approvedby
the Federated City Employees' Retirement System Board. The
intent of this additional retirement contribution by employees is
to reduce the City's required pension retirement contribution
rate by a commensurate 7.30% of pensionable compensation, as
illustrated below ... ̀5 [Emphasis added].

In addition, the union agreed to an additional one-time additional pension contribution "in

the amount of 3.53% of pensionable compensation, and the amounts so contributed will be

applied to reduce the contributions that the City would otherwise be required to make

during that time period for the pension unfunded liability...." (Section.10.1.2) [Emphasis

added]

28. The unions also agreed to the City amending the Municipal Code to provide for the

payment by employees of these "additional contributions." The AEA agreement stated: "The

9 Case No. 112CV225926
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1 parties understand that in order to implement this provision, an amendment must be made to the

2 Federated City Employees' Retirement System that requires an ordinance amending the San Jose

3 Municipal Code." (E~. 11 at Section 10.].4.) The POA agreement stated: "The parties

4 understand that in order to implement this provision, an amendment must be made to the Police &

5 Fire Department Retirement Plan that requires an ordinance amending the San Jose Municipal

6 Code." (Each. 29 at p. 3 of POA's Memorandum of Agreement.) See Exhibits ll, 15, 17, 23, 25,

7 and 29.

8 29. As agreed with [he unions, the City amended the Municipal Code provisions for

9 both the Federated Plan and Police and Fire Plans to authorize payment by employees of

10 additional pension contributions and provide that these conUibutions could be used to offset the

11 City's pension contributions. (See Municipal Code 3.28.775, 3.28.955 [Federated], 336.1525

12 {Police and Fire] J

13 30. Mosf of the additional employee contributions and/or wage reductions foc fiscal

14 yeaz 2010-2011 equaled approximately ] 0% of employee total compensafion. In the following

15 two fiscal yeazs, 2011-2012 and 2012-2013, the unions that had agreed to the additional employee

16 contributions agreed to take the 10%reduction in total oompensation as a straight wage reduction,

17 and other unions agreed to take or continue to take wage reductions. For those unions that did not ',.

18 agree, the City imposed a wage reduction as part of the City's Last,. Best and Final Offec True and

19 correct copies are attached as E~ibits 1Q 12, 14, 16, I8, 20, 22, 24, 26, 28, 3Q 31, and 34.

20 31. During negotiations over compensation, the City and its employee unions have

21 treated increased employee pension contribution rates as interchangeable with wage decreases.

22 Both aze elements that reduce "Total Compensation," which is the total cost to the City of pay and

23 benefits, including base pay, retirement contributions, health insurance, and other benefits.

24 Increased employee pension contributions lave some advantages over wages for employees. The

25 deductions aze made pre-ta~c and aze credited to the employee's retirement account, which means

26 that if the employee leaves employment with the CiTy, the employee has the option of taking the

27 balance of the retirementaccount. During the later negotiations, the City received an e-mail from

28 a union representative making these points. A true and correct copy is attached as Exhibit 35.

10 Case No. 112CV225926
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1 Employee Contributions Towards Retiree Healthcare

2 32. Measure B requires that: "Exisling and new employees must contribute a

3 minimum of 50% of the cost of retiree healthcaze, including both normal cost and unfunded

4 liabilities.° (Section 1512-A: Retiree Healthcaze.)

5 33. Under the Municipal Code, the C-ity's retirement plans subsidize retiree health care

6 premiums for eligible retirees who have I S or more years of service with the City. The retirement

7 plans pay 100% of the premium for the lowest cost plaq offered by the City, for either single or

8 family coverage. Payments for retiree medical premiums are made from a retirement system ~'

9 medical benefits fund, or a trust fund, which aze aceounYed for separately from the pension Funds.

10 34. In the case of both the Federated and the Police and Fire Retirement Plans, the

11 Municipal Code requires that employees and the City make contributions towazds retiree medical

12 benefits on a one to one ratio. (Municipal Code 3.28385(C); 336.575(D)J

13 35. Contribution rates for retiree healthcare benefits, which aze sepazate from pension

14 contribution rates, azeestablished by the independent retirement boazds based on data from the

15 board's actuazy. Historically, thecontributions from employees and the City did not fully prefund

16 the cost of employee retiree healthcaze benefits. In 2007, the City began to address the new

17 GASB reporting standazds that xequiied state and local governments to disclose the full cost of

18 "unfunded actuarial ]iabiliries" for "Other PosFEmployment Benefits" ("OPEB") suoh as retiree

19 healthcaze.

20 36. Aetuazial studies reported the City's unfunded liability foc retiree health care to be

21 as high as $1.65. billion, if it did not prefund the health care costs, and $1.14 billion if it fully

22 prefunded the costs. Attached as E~chibit 36 is a We and correct copy of a Memorandum dated

23 July 24, 2007, from myself and others to Mayor and City Council, regarding "Retiree Healthcaze."

24 The memorandum attaches true and correct copies of reports received by the City from two

25 actuaries: Report from Bare] Associates, LLC, re "Retiree Healthcare Plan; June 3Q 2007,

26 Federated City Employees"; Letter from Segal Company, dated January 12, 2007, Re Police and

27 Fire Plan GASB Results. True and co[rect copies of the reports are attached as Exhibits 37 and 38.

28 37. After receipt of these reports, the City Council directed City staff to begin

11 .Case No. 112CV225926
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negotiations with City unions over contributions towards payment of the full "Annual Required

Contribution° ("ARC") -the contribution needed on an annual basis in order to cover the

estimated costs of the retiree health caze benefit for current and fudue retirees. The ARC is

expressed as both a dollar amount and as a percentage of payroll.

38. Beginning in 2009, the City reached agreement with most City unions for

employees and the CiTy to continue paying the cost of retiree healthcare on a onato-one ratio, and

fo phase in additional employee and City contributions, in the same ratio, to eventually fully fund

I the ARC.

39. The City reached agreements with the following unions:

• Association of Building, Mechanical and Electrical Inspectors (ABMEI);

• Association of Engineers and Architects, IFPTE Local 21 (AEA Units 41/42
and 43) (plaintiff Mukhaz, lead plaintiff in the Mukhar~ case, is president of the
union);

Association of Maintenance. Supervisory Personnel, IFPTE Local 21 (AMSP)
(plaintiff Dapp, a plaintiff in the Mukhar~ case, is president of the union);

• Ciry AssooiaYion of Management Personnel, IFPTE Local 21 (CAMP);

International Brotherhood of ElecVical Workers, Local No. 332 (IBEW);

• Municipal Employees° Federation, AFSCM~ Local 101 (MEF) (plaintiff in the
AFSCME case);

• Confidential Employees' Organization, AFSCME.Local 101 (CEO);

• San Jose Police Officers' Association (plaintiff in the SJPOA case); and

International Association of Firefighters (IAFF), Local 230 (representative for
employee plaintiffs in the Sapiera case); the agreement with IAFF was reached
in 2011 and the City and employees represented by IAFF began to phase in
additional retiree healthcaze contributions starting in 2011.

True and correct copies of these Agreements and authorizing resolutions with unions are

attached as E~chibits 39 (agreement covering ABMEI, AEA, AMSP, CAMP, IBEW, MEF, and

CEO), 40 (resolution approving agreement), 41 (resolution and agreement covering POA), and 2 ]

(~es6lution and agreement covering IAFF).
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40. Atypical agreement with the Federated unions stated:

The City and the Employee OrganizaUOn agree to transition from
tha current partial pre-funding of retiree medical and dental
healthcare benefits.(refened to as the "policy method") to pre-
funding of the full Annua] Required Contribution (ARC) for the
retiree healthcare plan ("Plan"). The VansiCion shall be
accomplished by phasing into fully funding the ARC over a period
of five (5) yeazs beginning June 28, 2009. The Plan's initial
unfunded retiree healthcare liability shall be fully amortized over a
thirty year period so that it shall be paid by June 3Q 2039 (closed
amortization). ....The City and Plan members (active employees)
shall contribute to fianding the ARC in the ratio currently provided
under Section 3.28380(C)(1) and (3) of the San Jose Municipal
Code. Specifically, contributions for retiree medical benefits shall
be made by the CiTy and members in the ratio of one-to-one... .
(Exh. 39, AAA, MOA, Section 12.1)

41. The payments of the full ARC were to be phased in incrementally but: "[B]y the

end of the five yeaz phase-in, the City and plan members shall be contributing the full Annual

Required Contribution in the ratio currently provided under Secrion 3.28380 (C) (I) and (3) of the

San Jose Municipal Code." (E~. 39, AEA, MOA, Section 123)

42. .The unions also agreed that amendments to the Municipal Code in accordance with

this agreement were to be madeand that "(t)he City and the Employee Organization further agree

that the Municipal Code and/or applicable plan documents shall be amended in accordance with

the above agreement and that the Employee Organization will support such amendments." (Exh.

39, AEA, MOA, Section 122.)

43. This or similaz-language was agreed to by all Federated unions that are plaintiffs in

these consolidated actions or who represent individuals whoaze plaintiffs in these consolidated

actions, with the exception of the Operating Engineers (OE#3), whioh represents the Harris

plaintiffs. The City imposed these terms on OE#3 as part of the City's Last, Best and Final Offer,

True and correct copies of [he Last, Best and Final Offer, and authorizing resolutions, aze attached

as Eachibits 42 and 43.

44. The SJPOA and IAFF also agceed4o pay towazds the fiall ARC, but with some

additional provisions. Their respective agreements cap the conVibution towazds paying the full

ARC at 10% of pensionable pay for employees and provide for meet and confer and dispute

resolution procedures for amounts over that percentage. True and correct copies of those
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Agreements, and authorizing resolutions are attached as L.~ibits 41 (POA) and 21 (IAFF).

45. The memoranda from myself and other City employees concerning retiree

healthcare benefits and the memoranda concerning or attached to the City's authorizing

resolutions, Exhibits 36 thru 43 and 21, were made by and within the scope of the employees'

public duties, were made at or near the time of the act, condition or event described in Ute

memoranda, and reflect infoanation from City fnancial and collective bargainingaecords.

5uoolemeutal Retiree Benefit Reserve

46. Measure B states, "The Supplemental Retiree Benefit Reserve ("SRBR") shall be

discontinued; and the assets returned to the appropriate retirement trust fund. Any supplemental

payments to retirees in addition to the benefits authorized herein shall not be funded from plan

assets." (Measure B, § 1511-A.)

47. Under the Municipal Code, the Supplemental Retiree Benefit Reserve ("SRBR")

was a feature of both the Federated and Police and Fire retirement plans. The SRBR provided

retirees with a so-called "13~h check" on top of their other existing pension benefits (a monthly

pension; a retirement healthcaze premium subsidy; and a 3°/a yearly COLA.)

48. Employee pension confribu6on rates to the xe[irement systems have not included

any amounts specifically attributable to the SRBR.

49. Beginning in 2009, the retirement funds began to experience significant increases

in unfunded liabilities. The lazge unfunded liabilities resulted in an anomaly. Although the

retirement systems had large unfunded liabilities, they earned enough in a particular yeaz to have

"excess earnings" for the year — as defined in the -Municipal Code — to fund the SRBR. And under

the iesolu6ons that established the methods for distribution to refirees, the SRBR in turn had

sufficient funds to make supplemental distributions to retirees.

50. .Attached as Exhibit 44 is a true and correct copy of a Memorandum dated October

22, 20]0, from Debra Figone, City Manager to Honorable Mayor and City Council re "Suspension

of SRBR Payments."

51. Attached as Exhibit 45 is a true and correct copy of a Memorandum dated May 7 3,

2011 from Debra Figone, City Manager to Honorable Mayor and City Council re "Continued
lq Case No. 112CV225926
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Suspension of SRBR Payments."

52. Attached as Exhibits 46 thru 48 aze Vue and correct copies oPa Memorandum dated

April 9, 2012, from Debra Figone, CiTy Manager to Honorable Mayor and City Council re

"Suspension of SRBR Payments" at pp. 4-5 (Exhibit 46); Letter dated January 13, 2012 from

Cheiron re Federated Plan Supplemental Retiree Benefit Reserve as of June 3Q 2011 (Exhibit 47);

Letter dated Mazch 29, 2012 from Cheiron re Police and Fire Retirement Plan Supplemental

Retiree Benefit Reserve as of June 30, 2011. (Exhibit 48)

53. In the memoranda to the City Council, the City Manager recommended suspension

of SRBR disizibutions due to "the plans' signifioanC unfunded liabilities." The memoranda

attached as Exhibits 44 thru 48 were made by and within the scope of the employees' public

duties, were made at or near the time of the act, condition or event described in the memoranda,

and contain information obtained from City financial records.

54. Beginning in 2010, City Council enacted resolutions to suspend distribution of

Federated SRBR funds for the fiscal yeazs 2010-2011, 2011-2012, and 2012-2013. Beginning in

2010, theLouncil enacted ordinances to suspend distribution of Police andFire Plan SRBR funds

for the same fiscal years.

55. In 2011, a number of City unions either made proposals or entered into tentative

agreements for the elimination of the SRBR in part or in whole. Attached as Exhibits 49 thru 53

Tentarive Agreements with ABMEI (Exhibit 49), IBEW (E~ibit 50), OE#3 (Exhibit 5 L), CEO

(E~ibit 52); and MF.F (Exhibit 53), Yo eliminate SRBR completely.

56. Afrer the enactment of Measure B, the City Counci] enacted Ordinance Number

29174 amending the Municipal Code fo terminate the Federated SRBR and reCUm its funds to the

general retirement fund. The ordinance became effective on January 4, 2013. A true and correct

copy of the Ordinance is attached as Exhibit 54. The CiTy Council also. enacted an ordinance

amending the Municipal Code to terminate the Police and Fire SRBR and return its funds to the

general retirement fund. The ordinance was enacted on January 29, 2013, and will become

effective on March I, 2013. A true and correct copy of this ordinance is attached as Exhibit 55.

]9 Case No, 112CV225926
DECLARATION OF ALEX GURZA IN SUPPORT OF CITY OF SAN JOSE' S MOTION FOR SUMMARY

AD.IUDICAT[ON



17

18

19

20

21

22

23

?A

25

26

27

28,

Retirement Svstem Actuarial Reports

57. The two City retirement systems, and sometimes the City itself, obtain actuarial

reportsconcerning retirement system funds, liabilities and contribution rates to the systems for the

Ciry and employees. Attached as Exhibits 56 thru 61 are true and correct copies of the following

reports received from systemactuaciea

Cheiron, February 8, 2012, Letter to Board of Administration re 5-Year Budget Projections

for rederated, [E~ibit 56]

Cheiron, February 21, 2012, Letter to Director of Retirement Services, Police &Fire

Depzatment Retirement Plan re 5-Year ➢udge[ Projections for Police &Fire. [Fa:hibit 57]

Cheixon, December 2012, Federated City Employees' Retirement System, June 3Q 2012

Actuaz~ial Valuation [Enhibit 58]

Cheiron, December 2012, City of San Jose Police and Fire Department Retirement Plan,

June 30, 2012 Actuarial Valuation. [Exhibit 59] -

Cheixon, January 17, 2013, San Jose Federated City Employees' Retirement System, June

30; 2012 OPEB Actuarial Valuation Results. [Exhibit 60]

Cheiron, February 7, 2013, City of San Jose Police and Fire Department Retirement

System, hme 30, 20]2 OPEB Actuarial Valuation Results. (Exhibit 61]

declare under penalty of perjuryunder the laws of the State of Califo~rniLa [hatthe

ig is Vue and correct and that I executedthis declaration on February t?h , 2013 in

~~~ .California.

Alex Gurza

2046124.1
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cnrcw. of snam*i v,~u_er ~ Office of die City AudU~r

Sharon W. @dcksan, City Auditor

SepCember 29, 2010

Honorable Mayor and Members
of the Ciry Council

-200 Eax Sanu Claa Screec
San Jose, CA 951Y3

Pension Sustainability: Rising Pension Costs Threaten the City's
Ability to Maintain Service Levels —
Altornatives for a Sustainable Future

The City of San Jose provides two defned bene0c retirement plans for City employees: the Police and
flee DepxrtmenC Re[imment Plan (Police and Rre) for swam empla/ees, and the Federated Gty
Employees' Retirement System (Fedeared) for all other beneftted Ciry employees. In addition, the CITy
offers a rolun[ary 457 deferred compensation plan (or employees to supplement their savings. City
employees do not participate in the Fedeal Soc21 Security program,

The purpose of phis audit vras ro assess the long-term sustalnabiliry of [he Ciry's pension ber~efia and
the pocential impact of increases in pension cosu on Qq opeadons, and provide background on
pension reform alremauves being pursued by other. retirement syswms.

This audit focuses on pension benefits. Chapter I of xhe repot[provides 6acl~round in(orma[ion about
the Gty's pension baneCts. The Ciq also 6cex consideab~e challenges with rggard iu abligaoonsfor
re[iree healthmre.

Pension benefit increases had drema[ic impacts on costs even before recent market losses.
Chapter 2 describes hOw, over Hme, the City's two retirement phns have changed signiliantly. New
and enhanced bents have b¢en added since voters approved minimum benefit levels in 19b5. Over
the past 20 years, ~op~ annual pension 6ene6es paid out of the retirement funds have grown seven fold.
The City s annual mntdbu[Ions into the retirement Nnds to pay (or pension benefts doubled from FY
1998-99 w FY 2009-10 and pension contribution rates as a percentage of payroll have grown sharply.

As of June 30, 2009, the Gcy's estimated IiabiliTy for pension benefl¢ totaled $S.A billion. As a resole of
tosses suffered during the 2007-09 ewmmic downturn. the market value of assets as o(June 30, 2009
coaled just $3.4 billion acid the Ciry had an esClmared unfunded {mnsion liability of $2 billion based on
the market value of assets. eecnuse of the actuarial method of smoothing gains and losses over ume.
recent market gains ar~d lasses have not been fully recognized for uwarial purposes (e.g. theacwarial
vxWe of asset as of June 3Q 2009 was $4.3 billion) nor re9ecced in the attuariaily determined

200 E, Sane Clara Streek ~~ JoiF~ CA 951 I l
TMephone (408) 5351250 Far. (408) 292-60A We6sKe; wwwsaryosengw/audcod
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conUrbutlon arcs co dace. In spite of recent svong investment returns (the market value of assets total
$3.8 billion as of June 30, 7A 10), previous losses are expected to push convi6utlon rates higher u ffiey
are recognized in the coming years. Furthermore, the declining ratios a( employees ro retlrees and
benefidaries creaces a risk of higher contribution aces. As of June 30, 2009, the City also had a
$1.4 billion unfunded liability for iu other post employment beneta {OPEB) based an the market value
of assets. .

Rising pension cosss threaten the City's ability to mainuin service levels. Chapter 3
addreue: the question of susrainabiliq, Personnel casts account for about two-thirds of Geneal Fund
e~endiwres and an increasing portion is attributable to retlrement tonttibuflons. By fY 2014-I5,
annual pension and other posnemployment benefit ~(OPEB) convibirtions are pro~ecred ro reach 25
percent of cowl Geneal Fund expenditures, up from I7 percent in % 2010-I 1 and b percent In fscal
year 2000-01. Recent budget deficits required cua to servims, IayoNs, and toncesslons from employee
bargaining groupz Projetted PoWre de9cia, in part due to rWng pMSion coca, will require similar
wnsideraGOns.

The City's unfunded pension liability has grown dramatically in recent years. As of
June 30, 2009, the City's unfunded pension liability was $2 billion on a market value basis Chapter 4
describes the reasons for We rise in the unfunded Iiabllity..One reawn, of course, was Investment losses
roaling above $978.8 million which were incurred from 2007-2009. In spice of rernnt imesunent gains
o[ $512 million, Mole losses will continue to affect the City's unfunded liability over the next few years
because of ehe actuarial method of recognizing or smoothing gains and losses

Mother reason for the growth In ehe unfunded liability was the grencing of retroactive beneFlx
mhantemenes. Because San Jore residents are ultimately responsible for pension msn and reo-oattive
benefit enhancements can create ~niwded IlaMlitles, we recommend the Gty Couatil expbre
prohibiring (i) pension benefit enhancements without voter approval and (2} retroactive pension benefit
enhancements that create unfunded IiabilfUes.

Mosher signi0canc reason for the rise in the unfunded liabiliq is tliat the assumptlons used by the pkns'
.actuaries to calculate pension Iiabiiitles and convibutlon arcs did not hold vue. This rewired in about
$750 million being added to the un(u~ed liability between June 30, 2007 and June 30, 2009. Actuarial
assumptions represent expecUtions about future events such as Invesunene mturns, member morUliry
and retirement rates, and salary increases, among others. Attuaries use those assumptions m taicula~
pension Ilabilicies and convibutton rates. Ta ensure the reasonableness of the methods and aswmpGOns
used in the plans actuarial valuations, we recommend the City Council amend the Municipal Code to
require an actuarial suds[ of such valuations every five years it the actuary conducting Use valuation has
not changed in that time

Individual mmponenhs of the City's pension plans have diNerent impacts on overall costs.
Chapter 5 provides infortnaxion about the major. cost drivers of the City's pension costs. Two major
drivers of those roses are the age at which members are eligible m receive benefits (50 (or Police and
Pire and 55 for Federeted) and [he plans' guarznreed annual 3 percent cosaofdiving adlustmenx (COLA).
Other provisions also have rarying impacts on overall cost

There are altematives for a sustainable tature. The City has limned legal maneuvereblUty in how
ii could change its pension plans for current employees. Nonetheless, it is importane thae the City move
aggreuively ro rein in pension costs that threacen the stability of the General Fund and the services it
provides ro the residents of $an Jose. It is important to start somewhere, and it is important to star[
now, Chapter 6 btlelly outlines some altemafives and our recommendation chat the Ciq Council
pursue at least one or a combination of pension cosy-ronminmenc strategies, inquding: (I) zdditional
cost sharing by employees, (2) eliminating or at lean prohibiting tnn~fers in and distribution of
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supplemental benefits when the plans are underfunded, (3) prospettive changes in the plans (or existing
employees, (4) a second tier pension for new hires, and/or (5) joining CaIPERS.

The City wilt <ontince xo (ace considerable flnanctal risks from rising pension costs for
years to come. There is a risk that even If the Ciry implements the recomm¢ndatlons in this audiq
pension msrs may still be unsusainable. Because of the risks of rising pension wsss to the Gcys
finan6al and budgetary furore, in Chapter 7 we recommend that the Retirement Services Department
Q) provide an annual repott m the City Council thaC includes updates on the Flnancial scams of the
plans, forecastr of pension cosss, and sensitivity analyses showing best and worst Cese scenarios, and (2)
provide an annual summary repott to plan members [hat includes summary financial and acwarial daa in
an ~sily accessible forma[.

1 will presene this report ac the O<cober 21. 2010 meeting of the Public Safety. PlnancG and Strategic
Support Committee: We are releazing this report well advanrn of the Committee meeting so that the
report can also help inform the work of the Geneal Fund $Cructurol Deficit Elimirmdon Plan
Sakeholder Group. The Adminisu'ation has reviewed the information in this reporc and their responre
is sMwn on the yellow pages.

Respectfully submitted,

jl~,w, lil. E-.w~
Sharon W. Erickson
City Auditor

finale
SE:bh

Audi~Team: Steve Hendrickson
Joe Rois
biana Chavez
Jazmin LeBlanc

cc Deba figone Russell Crosby
Deanna Santana Scott Johnson
Richard Doyle Jennifer Maguire
Mollie Dent Kim Walesh
Alex Guaa Danielle Kenealey
Aacely Rodriguez Michael Moehle
Ed Shikada Mark Dana
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Glossary
(Glossary i[ems inli<ized in uxc o(audit)

Actuarial Assumptions; Assumptions representing expecations a6ouc fuwre events (e.g.
espeaed ImesLnent returns on plan asses, member retirement and mortality aces. Nwre
salary increases, or inilaNOn}which are used by actuaries to calculare pension liabilities and
mnvibuGonrates. Unjurided liabilitles (see helow) an grow when attuarlal assump4ons do nox
hold vue.

A t ' tV ! fon: TecMical repotts conducted by actuaries that measure retirement plans'
assets and IiabiliGes to determine funding progress. They also measure current costs and
convi6urion requirements tq determine how much employers and employees should contribute

_ ~o ma~nWn appropriate benefit (uriding progress.

A~tuarr Professionals who analyze the (irendal consequence: of risk by using mach~aucs,
sptlstics, and financial theory to study uncerain fuWre events, particularly those of concern ro
Insuance and pension programs. Pension actuaries analyze proba6ilicies related w .she
demagrzphia of [he members in a pension plan (e.g., the likelihood of retirement disability, and
deaah) and economic factors that may aBect the value of bene9ts or the value o(assets held in a
pension plan's trust (e.g., investment return az& inflation rate, rote of salary increases).

Actua ' 1 A d Liab'I'tK( P nsion U b'i'tyj: The value mday of all pan normd costs
(see below). Retired employees are no longer accruing benefits, so Their actuarial accrued
liability is the entire value of their benefit The liability represents che.value of 6en~cc promised
m employees and retirees for servims already provided. This m~epc applies m bosh the
pension liability and retiree healeh care IiabiliUes.

An I R q ' d C [r{buH (ARCj: 7heamoune of money that actuaries calculate the
employer needs to convibute to the retirement plan during the current year for benefits ro be
(uUy funded over time,

~(oer'ence Ga'nslLosses Gains or losses that arise from the difference between attuarial
assumptions about the Yuwm and actual ouemmes in an organvation s pais(on plan.

Market Gains/Losses: Gains or losses Nae arise from an increase or decrease in the market
~relue tit s plan's assets, Including stuck real property, and investmenu.

Normal CozC The portion of the west present value of beneiiu ihax actuaries allocate to each
year of rervice, It wn be thought of as the annual premium that the employer must conVibure
to fund the benefit It is part of the ARC (see above).

S tithing f G ' iL Actuarial method of spreading, or smoothing market gains and
losses over a period of time (9ve years for both the Police and pfre and Federated plans). The
purpose of smoothing is to minimize shorFterm, yeanto-year contribution rzte flucwations
whith may result from market swings. The smoothed asset value is also known as the acwarial
value of users.

Unfunded Liability: This is the unfunded pension obltgarAon (or prior service wsa, measur¢d
as the difference between ehe accrued liability and plan asses. When wing the acaarial value of
plan assess, is is also reterced co as the Unfunded Actuarial Accrued ~iabiliq.
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Chapter 1 Introduction

In accordance with the City Auditors 2010.11 Work Plan, we have completed an audit

of ehe sustainabilily of the City's pension systems. We conducted this performance

audit in accordance with geneally accepted govenment auditlng swndards. Those

sgndards regolre that we plan and perform the audit ro obtain sufficienq appropriate

evidence to provide a reasonable basis for ovr findings and mndusions bued on our

audit objectives. We believe that Me evidence obtained provides a reasonable bazis

(or our findings and conclusions based on our audit ob~ectkes. We limited our work

to those areas specified in the Aadlt Obleceive, Scope, and Meehodology section of this

YpPp2

The Ciry Audimrs OKce thanks the.ReGrement Services DepattmenG the Board

members of the FederaCed City Employees' Reeirement Sysmm and the Police and Fire

Deparunent Retirement Pian, and the Office of Employee Relations for giving their

time, InfoYmaNOn. insigh4 and cooperation during the pudic proces.

Background -

The City of San Jose (City) provides ewo regrement plans for Ciry employees: the

Poilce and Fire Departmm[ Retirement Plan (Police and Fire) !or sworn employees
and the Federzced City Employees Retirement Syscem (Fedeare~ for all ocher

beneficed City employees

Ciq employees db not participate in the federal Social $ewriq program. This

means thaC most Ciry employees do not eontribuee [o Social Semdq or cam quarters

rowards Sotial Security bendlts while employed by the City of San Jose Furehermore,
any Social Security bendirs they receive as a resuh of their employment elxewhere may
be reduced based on the Ievel of bent they receive from the Cites retlremen[ plans

City employees hired aRer Mar<h 31, 1986 pay mandatary Medicare withholdings.

Other Pfarrs

Members of the City Council and the Mayor are not manbers of the Ciry's retirement

plans. The Ciey Council and the Mayor are given the option m panidpate in she

California Public Employee: Retirement System (CaIPERS) or the Ciry's Pan-6me.

Temporery. Contact (PTC) 4S7 Deferred Compensatlon Pian. Councilmembers

make retirement contributions inro CaIPERS or the PTC plan through bi-vreekly

payroll deductions, and the City makes it contribuUOns on a bl-weekly basis.

A kw ftedevebpment Agency (RDA) scaH who are benefired Qty empbyees are
members of the Fedeared Reriremenc Syscem. RDA saH who are not employed by

the Gq partidpate in a defined conrribucWn 401(a) plan co which the RDA contribuees

9 percent of base salary and employees contribute 3 percent pf bue salary. In

addiCion, Che RDA a~ is employees pay into the Social Security program.
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In accordance with federal regulatlons, the City also provides a re0remenc plan (the

PTC 457 Dekrred Compensarion Pian) co iu parnume, temporary, and convacc

employees who do noc qualify to be members of the Police a~ Fire or FedeaCed

plans. Participants are required to mn[ribu[e 3.75 per<enC of gross earnings which is

.matched by the Ciey. This plan fs in-lieu of Social Security, of which the Clq Is not a

parNdpan; az noted previously.

In addiUOn, ehe Ciq offers a voluntary 457 Deferred Compensation Plan for employees

to supplement their reuremenC sa~~ngs. As of September 30, 2009, 72 percent of City

employees patticipated in the 457 plan.

Pension Formulas and Benefits

both Police and Flre and Federated Plans are defined benefit plans, meaning thaC the

City provides a stable b¢n¢Trt based on a reClrees' years of service with the City and

their final compensation: This is in contnsc to a defined contribution plan such as

a 401(k) Plan,. whereby reNremen[ benef[s are soleFj determined by Che amount of

azsets that ar¢ available in the Points which had been acwmalaced over time by

employer and empbyee convibutions and invesvnent earnings.

The CiCy Chatter (Charter) spells out the minimum pension bents the Ciry provides

for employees. The Charter allows the City Council, ae i[s discretion, ro gram greater

or add'2ionai benefits. Sworn employees may also be awarded atldidonal beneFlts

through binding arbitadon.'

E~hibie I shows the current base pension formulas !or the two plans.

Exhibit is Current Base Pension Formulas (or the City's Retlrement Plans

nth 25 years o(xervice, 55 with j ~ Age 55 wiih 5 years of sefvice
or anv aee with 30 rears I or am ace with 3Q rears

2.5% d Mal campensatlon for each of j each year of
ehe first 20 years of service, plus 4%per ~
yearof service in ezcew oRP years of 1
service G

_ Fire member j
2.3%of final compensafion fw each of
[he tint 10 years of service; 3% per year

~ Fiml mmpensaUOn Is decermined as the average base pxy of an emplgee's highesa 12 consecutive monN
period with [he Ciry. In geneal, this does no[ indvde overtime or special pay.

'The biding in~erert arbivatlon proress occurs when the City and ehe police or fire unrons are wwble ro ready
an agreement on a successor' memoanAUm of agreement (MOA) during labor cvnvaac negotlations aid aher the
impasse resolution procedures have been mmplet¢d,
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In addition eo Che base pension formulas, other pension benefice include disability 2nd

surviror benefits, annual ms[-oFliving adjustments (COLAs), and supplem¢ntai berrefia

through the plans' Supplemental Retiree Beneflc Reserves (SRBR). Berides those

pension beneFlCS, Che Cicy provides ocher post-employmenC benefits (OPEB) wdi as

retiree medical aM dennl coverage for retlrees who meet the minimum service

requirements.

Exhibit 2 shows Che groweh in pension and posC-employmenC benefit payments (or both

the Police and Fire and Federeted Retirement Plans since 7991.

Exhibit 2: Rekirement and Other PosaEmpioyment Benefie Payments for

Combined Plans, FY 1990.91 through FY 2609.10

SZ59

$200

~" $i50

SI00

g50

$0

\~l ̀ ~'Y \~'1 \~P \~S ̀ Qb ~1 ~b ~9 ry~0 rye\ ry~'4 ry~'f ry~ ry~S ry~b ry~1 ry~0 ryg°. vO\O

~POSnEmploymenWeai hin5arar~x PreMUms
pp Pension Ber~dit Payments

Source: Comprehensive Mnual Flnondal Reports, Polire and Fre DePamnrn( Retirement Plan aM
kderoted Gry Empbyees' Retirement System, Find Years 1990.91 through 2008-0$ D~oft FYe
Depnnmene Rebmmen Poan dm! Fedrrated.Ciry EmObyees' Retirement System Fiawdal Smiemenu flsml
Yem 2009-10

This audiC (oases on pension benefice. The City also faces considerable challenges in

lunding its OPEB be~fia. For more intormatlon on the City's signiF¢ant OPEB

obligations (including retiree medical and dental mveage) see

h[Cp://www.sanjoseca.gov/rntireehealthcare7,
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Pension Payments

As of June 30, 2p09, phere were 1,661 retlrees acid other beneficaries in the Poliwand

Fire plan and 2,997 for the Fedeaced plan? The median retirement age (or Police and
Fire rerlrees~was 54 years of age and she median length of time They had been receiving

retirement beneTts was 12 years. The median reuremerrc age for Federzced retirees

was 56 and they had been receiving reeiremenc benefits on average tar 9 years.

As of June 3Q. 2009 the avenge annual pension benefit paid Co retirees and
benef'¢iarieswas about $68,000 and $34,500 for Police and fire and Fedeared,

respecUvdy.~ Euhibits 3 and 4 provide a suauficauon of the annual pension benefice

paid to retirees and bene0<iaries for each place As seen In Exhfbic 3. there were 327

Police and Fire retiree: and beceficiaries (about one~fkh of the rotas receiving annual

pension benefie payments over $96,000. Of these, 90 percent retlred steer 2000.E

E~ibit 3: Annual Aenslon Payments. to Police and fire Retirees and Beneficiaries as of
June 30, 2009

--~_—_~

verage nnm aymenc
$68,078

3

i

I~{I 
129

9~ 86 105 93 .100 97 97 
BS

8

n 0 ry n° n "~' 
Y ~ Y Y ~Y ~dC Y ~Y ~Y

w ry ~ ~ ~ ~ ~ ~ ~~ c~~ ~ ~v ~ ,yy ~ ~
w w Tti +s M~ $ a. ro~ ~ ~ ro w ~X °w' ~

Nore: Does not mdude OPEB rasa. Figures mJude 2GI survirors o(aaiue or retired employees, and moy
Irclude rtwltiple payees per retiree.
Source Poli¢ and Rre Departmrnt Retirement Man Comprehenvre Mrwal Frnancid Reyorc (or the ycm
e~edJune 30, 2009

Source Gry of San Jose Comprehensive Mnual Hnandal Repon (CAFR) for Rswl Yeas Ended June 30, 1009.
Copies of [he. Citys and Retirement plans' CAFRs for the fiscal year ended Jv~ 30, 2009 are online at
ht~i! Q / udiCOrl6aCe 1 CAFRs for the retlremen[ systems cap also be found online ac
huoi/wow sireciremenccom/.

~ Actwrial Valuations, Pdice and Fre Depattmen~ ReNmmen[ %an aid Federated Ciry Employees' 0.eciremmt
Syuem June 30. 2009.

s In 1000, [he Police and Fire maximum penxion beneG[ wes aked from 80 co 85 percene Ic subsequently was
raised to 90 percent in I~cer years. These and ocher benefit enhancemerrts are discussed more fulty in Chapter Z.

4
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Exhibit 4: Annual Pension Payments to Federated Retirees and Beneficiaries as
of June 30, 2009

~. ,.~ max,' x .ti ,qx e r g.x ~qx x
°P ro a n K n a° sl ~ ~3 w p

Notc: Does not inAode OPEe msrs. Figams include 419 survrvms a(active a rcrired employees, and may
ir¢lude mWliyle PaY~ per reliree.
Swiw: Fedevated Gry Emyloyees' RMirement Sp[em Camprehensrve Mnual Finoxiol Report (or the year
ended June 30, 1009

Funding of Pensions for the Police and Fire and Federated Pians

Police and Fire and Fedeaced pensions are paid out of retirement tuntls administered
by the Retirement Services Depar[mene. Both plans are designed m pre[und pension
benefits, meaning anmral convibutions made over the course of an employee's career
{by both the City and the employee) along with investment earnings are expecred eo
pay all of the employee's (ueure pension beneflu. ~le is generally assumed that over
Gme, the majority o! retiremens plan assets will be geneated from investment
earnings. Even with the large market losses of recent years, invetunene earnings
accounted (or more than hall of [he additlons ro the retirement funds aver the decade
ending June 30, 2009.

Carttnbutions

The City Charter provides chat contributions for retirement benefits alloated to an
employee s current year a( service are required to be shared by the City with the
employee in a ~aHO thae is at least 8:3 13G6 i.e. the Ciq must pay at least mghc dollars
for every three dollars the employee contributes)! This cost is called the normal mst
of pension bene0es

On the November 2010 balloe there is a measure m amend she qty Chaixer that would, among other chirigs,
allow the City Coundl m proWde a retlrement plan a plans to new employees that arc not subject m the
Charters minimum requirements. I~xluding the 8:3 mntribu[ion n6o.
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In addition, payment of prior xmvice costs may be necessary bemuse market losses or
other <ircumsdnces may ause the plans to berome ufderfunded. Under [he San Jose
Municipal Code (Municipal Code), 100 percent of the payments to make up for any
underfunding have been the respansibi~ity of the City.

Conmibuelon pees are set by the two ReNremwt 0oards based on rerommendaGOns
by ouulde acEUaries. Actuaries are mnttacted by both plans ro prepare attundal
volamions, the purposes of which are to provide informaUOn on the value bf the plani
as.cetc and ~iabilides and to set conVi6ueion retes ro fully fwM plan liablli6es.

FurMing for OPEB costs is outlined in the San Jose Munidpai Code. The Fedeated
retiree health plan is funded 6y employer and employee contrihuGans on a i:l ratio for
medical benefrs and an 8;3 atio for dengl benefits. The Police and Fire re8ree health
plan is funded by employer and employee convibuuons in a I:1 nGo for medial
benefits and 3:1 raaio for denml benefits.

Contribution aces are sec as a percen{~ge of payroll. Exhibit 5 shows the bale City
and employee wnvi6utlon rites (or FY 2010-t 1.

Exhibit 5: Ciq and Employee Contribution Rates (or fY 201041

Fre Pension

Fre OPEB

Polite Pension

Pelice OPEB

Fetleraced Pension

icdera[ed OPEB

9% 10% 20% 30% AO% SOF

O Ciry "`. Employee

60%

No[e: These mfrs do rwt rc(Ica adjustments ro the mnmbWOre rotes as o rceult o(re<ent
negobafiam whereby swne employee Gorgafning unin ag2ed ro pick up o portion of she
Gry's annul DMment to o((.ut the Gt~/s conv~riu~ion rate
Source: Atwonol 4alua~ions, Pdice arrd Fme Deportment Retirement Pbn and Federoted CAy
Em6~oyees' Retirement Syscem, June 30, 2009

As a result of r~egodations with bargaining unity and Munidpal Code amendmena rdaeed to Che City Coancifs
adopBoo of the F1' 20101 I Bodge4 some emplgee bvgaining unia vrill pay a portion of their prior service costs
ro oftsee [he Ciq~s msv: Thia does not reduce the un(uMed liability as [here will be no additional co~rtribuuons
made (as discussed more (ally later).
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More informatlon on projecced contribution water is shown in ~hibic 20.

Payroll Deductions

Exhibie 6shows an example o(a Federzted employees paycheck and highiighls ehe

reNremenC con[rihurion dedutt~ons and Fqw [hey are broken out between pension
costs and retirement health Cosa. Retlrement contributions to tl~e retirement system
are mandarory and are deducted biweeWy on a pr~we basis from employee pay. This
patticular paycheck is from a pay period pHOr Co FY 2010-I 1 and does not reflect
current contribution rates. -

Exhibit 6: Example of a City Employee Paystub

Gimnt YrD .
CeSMpXm Hours Eeml~ NavR Eamlrga Oox~lp~on CwreM Y!D
R¢pYlx eD 9P~.~ ~ ~.~.~ FM WAMegNp 9W.OJ 3W.00

FM MedEE 49.50 99.W

TWNf#w Pa 80 59,OWW W S 9,WI1.08 Ttlel E343.`A 334350
8liE9H~hY!~~'W1°i 1'x T~Tti~lY6Y~~ ISL'd.4 . r _. pyg.d~+~ T~s N ~ ~.

aettnpian amine rro oaunpan cu~renr rro
BWe5~ieltl Neall~ <591 1591 ymeN Nwrems O.Y) ~.Rl
CSl Visbn Pldn 6b 63C Bue Akp NeeM m~.SR ]00.53
HetlmmeM CwNAU~Im 221.W 21]AO OepaCa2MNA 2565 35.05

8errtfga MliWaNWnFea 4.I8 9.I6
EmoloRe ASSUU~¢I~em 2.Bi 3.91
RdhaneM Cm410N1m BSB.ao 65J.a0

TIXaI 5 ]Rb5 1~Bb5 taN 56929 9528
.. ~ a _ t'S"~n'~:!^T.:v`R14Itl'B6 "~i'xX~"' 

y.5.Yn4" iiN~"l `. ~'. :bS~" ...~. C to ..;::.

Employee Portlan Q.58%)
a R6~ anspn <mt
J 32%RNimx Hea4M1Care Ca9

Clry PMlon (21.98%~
18.16%Pension Gexl
389M RHirte Xaan~eam fexl

2B,56`%TOW RNaematlCmhiNtimc

Source: A~dtw aru~ysu o(a randmn employee poy s~u6 (iom PeopkSoQ

Retirement Plan Responsibilities

Revrement Boards

Per the San Jose Municipal Code, the Police and Fire and Federated plans are managed,

administered, and mn~rolled by their respective Boards o/ AdminisVatlon (eoards).

Currency, each seven-member Board is composed M a <ombinauon of plan members,

re~irees, Councilmemben, and Civil Service Commission m¢mba's. The Police and

Fire Board also includes a member o! the Cary AdminisrraGOn and the Federaced Board

includes a public member. Board members are appointed [o fpur-year cerms by the

Ciry Council.
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On August 10, 2010, the City Coundl adopeed an ordinance to ~ablish a new plan tar
Retirement Board Governance that will rephce the Ciry Cou~d~members and the Civil
Service Commission and City Adminisvadon members with public members who meec
certain experience requirements. The Police and Fire Board was also expanded to
ni~m members by ind~ding one additional retlree and one additional public member.

The BoaMS hold soEe fiduciary responsibility over the assets of the plans, Including the
responsibility of invesvnent of moneys and the administration of the plans. To ensure
[hat ehe plans remain xctuarialiy sound. the Boardr.

Convact for acNara~ imesUgations and vafmtlons of the plans

Review and atlopt the actuarial assumplians used in the valuations (eg.
member mortality, service, and other tables and the assumed race o(reNrn
on plan assets)

Establish conVi6u[ion rates for [he City and employees

It should be noeed that the City Administratlon represenntive and the retirees and
plan mem6vs on the Police and fire and Federated boards are members of the
respective plans which d~ey are charged with managing and administering.

Retirement Servkes Deporunent

The Retirement Services Depattments mre service is w Administer Re&rement Plan.
Keyservices ixiude supervising the investment of plan asseu; administering re[iremene
benefin; and analyzing, developing and recommending polity for the Boards. ?he
Dcy~artment s opei'aeing budget for FY 201QI I is $4.4 million with 33.5 authorized full-
ume equivalent suN. ReNremenc Services employees are members of the Federa~ed
Cltyfimployees'Re[irement System.

Gry Manger's O(Fice o(Employee Relatlor¢

The OKCe of Employee Relations (OER) is responsible for negotlating on behal(of the
City wish representatives of [he eleven bargaining units reprecencing City employees
re$~ding wages, hours, and other terms and conditions of employmenq Hxludl~
retirement 6endlts. OEft employees are members of the Federated City Employees'
Retirement System.

Audit Objectives Scope, and Methodaiogy

The objectives of our audit were to assess the long-certn suslainability of the Gity's
pension 6enefrts and the porentlal impact of increases in pension cosCS on City
operations, and provide background on pension rMorm alceroatives.
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To achieve our audit obiecUVes we performed the following:

I. To obtain a history of the City's retirement plans we obtained aM reviewed the
folbwing documents (or each plain

Actuorial valuation reports, experience studies, annual reports, andlor
comprehensive annual financial reports for she years 1981 through 2009

Memoanda from Retirement Services saff, outride attuaries, and
investrnen[ professionals to the Retirnment Boards about ottuorial
assumptions and methods, Investments. and other relevant s~bjeccs

• Ciry Coundl and saH memorenda related m pension cases and budge
wnsideatbns

Retirement board minutes surroundi~ discussions of ac[uoriol assumptions
and methods

We also reviewed the Citys 2000.01 through 2009-10 Operatlng Budgets,
drah Polirn &Fire and federated Reriremwc Plan Financial Statements for
2009-IQthe Clry Managers 7011-IS Five-Year Emnornic Forecart onQ Revenue
%ojec6ons, the Qty Charter, the Munitlpal Code. Memoranda of Agreemene
with employee bargaining gmupz and relevant pension laws and regulations.

In addiNOn, we interviewed staN from the Retirement Services DeparunenA
the City Managers BuQget Offite, the O(fice of Employee RelaCions. and
members o(both the Federa[ed and Police and Fire Reuremenc Boards.

2. To evaluate +he attuarial onump[ions aM methods used by the [wo plans, we
reviewed the CRys retirement plans current and hirtorial ottuaAOl
assumptions and methodologi¢s. We also reviewed Aauorlol Standards of
Prattice and oxhu documents to obUin an understanding of die acwary's role in
preparing valuations and reeommendatlons on plan assumptions and
convibucion taxes.

3. To review other public retirement rystems and altenutive pension rdorm
options, we eralua~d oauodW valuation reports, comprehensive annual
finandal reports, and other Information related m other public retirement
plans, such as the California Public Employees Retirement System (CaIPER$).
(edeal employee .retirement plans, plans (or ocher California loal
governments, and plans outside of California.

We also reviewed Developing q Pokey for Rcarement Plan Oeslgn Optlons (1999,
200, Essential Design Elements of DeFr~ed Bene(rt Re~rement Plans (200B), and
Susminable Funding Pmaims o(De(~d Sent Pensbn P7aru (1994, 1005, 2008
anti 2009) published by the Government Finance Officers Association.

Ai our reques4 ~ determine xhe major msa drmers of the Cir/s retirement
plans, Reriremenc Services staff assessed the costs of various components of
the City's pension plans as a proportion of the overall system costs.
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4. To assess the acmracy and reliability of pennon data, we ermined a sample of
retirees from the Federated and Police and Fire Retirement Systems and
reconciled retiree pension information to actuarial dam files, the PensionGold
pension administration system and, where applicable, PeopleSofc•

In addition, ro obtain an understandl~ of the overall current pmxion environment we

reviewed various reports and d«umentx related m public and private pension systems

and .ocher pc+islonrelated literature. Futther. we reviewed the Governmental

A<counring Standards Board (GA58) Proposed Changes to Accounting Rules Under

Suumenes 25, 27, 43 and 45, vded Vostempioyment Benefit Aununong and Firwncid

Reporting. We should noee ~ha~ az Ciry employees, the Audiwr's Office sraH are

members o([he Federated City Employees' Retirement System.+

Previous Audit of Pensionable Earnings and Time Reporting

During FY 2009-10 we. conducted an Audit o(Pensio~o6le Eominps and Tme Repotting

which identifled payroll and retlrement errors resul4ng in higher pension to retirees.

endear and duplicative time reporting codes, and retirees bene0ting from the Ci[~s

d~nitions of highest year and earnable income. The report included IS

recommendations chat were accepted by the City Council and are in the process of

bung Implemenced, This Included remmmendauons to mrrttt the errors tFtat

resuleed in higher pensions, and rxommendations to consider amending the Municipal

Cade eo Q) calculate ffnal compenunon as the highest base xatary received father

than base salary ~mable), (2) credit one year of federated city service for 2,060 hours

of service rendered in a <afendar year (rather than 1,739 hours). and (3) recurs W

using a three year average in calculating pension 6enefirs (a[her th5n the highest salary

received in any cv+cive month period). The City will be in -negotiations, with the

ma~orlry of bargaining groups .n 2011 and will be considering these issues as part of the

reuremenc reform discussions."

Additional information

Addldonal information about the City~s retirement ben~cs can be found on the

Retirement Services webslte at http9/www s'reCrementcom( and the OER website at

htta9lwww sanjoseca.aov/em I~oyeeRelaCOnslRetiremencBenefits asp.

We reviewed a andom sample of four Fedeated retirees Iran a population of 2.578 Federamd moirees; and a
sample of six Police and fire retirees from a population of 1,455 Police and Rre retirees.

Govzmmen[ Auditing Sandards state that audirors arc not pmeluded from aueiUng pension plans [hat they
participate in fi (IJ the auditor has no mnu-ol over the investment staMgy, benefits, or other marmgement issues
asso6aced wish she pereirn plan and (2) the auditor belongs m such pennon plan as part of his/her employmene
wlrn die audit orgenlzaHOn, provided that the plan is normally offered co all employees in equivalent employment
positlonz

The report is online at wwwsaniosem env

m
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Chapter 2 Pension Benefit Increases Had Dramatic
impacts on Costs Even Before Recant
Market Losses

SUMMARY

Over time, the City's two retirement plans have changed signifiantly. New and
enhanced beneTiu have been added slnte voters approved minimum beneilc levels
in 1965. As a result of plan dianges, current pensions am higher than what
employees would have receNed under previous benefit levels. Over the past 20
years, coral annual pension benefiT payments to retiree and beneflciarles have
grown seven told, in part because the avenge bmeft has grown and in part
because the beneficUry population is two and a hal(Umes larger than it was in FY
1990-91, The Ciry's annual contributions Into the mtiremenc funds w pay tuNre
pension benefits doubled from FY 1998-99 co FY 2009-10. and cpnvibucion rates
(~press~ as a percengge of payroll and inclusive of conMbutlons for OPEB
cosrs) have grown sharply in recene years. They are projected ro reach more
than 75 percent of payroll far Police and Fire and 45 percent far Federzeed by FY
2014-I5.

As o(fune 30, 2009, the City~s pension liabilities tooled $5.4 billion, compared to
$2.1 billion ten years earl'rec This liability represents the amounT promised to
employees and retlrees for pension benefits for services already provided. By
compaNSOn, u a result of losses su(kred during the recent xonomic downturn.
the market value of assees totaled just $3.4. billion. As o(June30, 2009,.the City
had a $2 billion unfunded pensionJiabllity based on ghat market value. Because of
the attwtlal method of unoothing gains and losses over 6me, Che attuariai value of
assets tooled $43. billion; the eflett of this is that the impact of rxent market
gains and bsses have not been fully reflected in the Clg's rerirement mnvi6ution
rates. Rs of June 30, 2009, the City also had a $I.4 billion unfundeA liability for
retiree healthcare based on the market value of azsetz Furthermore 4ie
declining raGO of employees. to retirees and beneficiaries creacet a risk of hgher
wntri6utlon rates In the fuarre. Ac current conaibution rates, estimates show
chat the amount owed In pMSion IiabiliHU will continue ro grow at a much faster
rzre than available plan as:en..
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New and Enhanced Benefits Have Been Granted Since the Voters Approved Benefit
Minimum Levels in 1965

The City has provided pension benefits w its employees for decades. The
Charter spells. out the minimum ben~n the City's two retirement plans must
provide for members. According ~o the City Acrome~s ONice, the current
minimum beneT~ts were approved by San Jase voters in 1965. The Charter
minimum bene0t for Polire and Fire members is 50%of Flnai compensation ac age
55 upon completion of 20 years of service, final wrnpensarion defined as average
wmpensation in the Tnal three years of service. The Charter minimum benefit
far Federeted members is 2% of final compenuuon per yoar of service for first 25
years of service pWs 1% (or each year beyond 25 at age 55 subject m an BS%
maximum; or at age 70 regardless of years o(servirn. ~~

The Ciry Council has [he auchoriry to grant benefits greater tine the minimum
bene4[s spelled out in the Ciry Charter, and has. ganced benefit enhancements
pursuant co negotiations with employee bargaining groups. Police and Fire
members may also be awarded benefice through binding in~eresc arblcraUOn.
Recent plan changes have been modified ro provide benefits similar m those made
by other Calitomia loal govemmena, which followed, benefit enhancements
awarded at the sate level during the doPCOm boom.

Both retirement plans have changed over tlme, In some ways sign~can[ly. Since
1965, the formula for plmlatlng Police aM Fire pensions has changed' more than
fine times and for FMerated twice. Police and Fire had a retirement aye of 55.
but ~ww members an retire at SQ. The Munic'pal Cotle has been amended to
modify the wmputatlon of 9nal average compenmdon from athree-year average
m the highest average of 12. consemtive months for both phns. in addition. [he
Municipal Code has been amended to provide survivorship benefits, a guaanteed
3 percent COLA, and the esg6lishmenc of ehe Supplemental Retiree Benefit
REServes (SRBR) have also been granted to both retirement plans.

Following are selected changes eo each plan over time far service retirememsP

Polke and F're ~urcem plan exta6lished 1961)

i 961 Retirement age was 55 wiffi 20 years of service or age 65 regardless of
years of service, Benefit was 50% of Onal mmpensatioa Final
compensation was de40ed as highest average during three mnsecome
years of sMVice.

On the November 2010 bailov There is a measure [o amend the Ciry Charter that vrould among aher
things, allow the Ciry Council m provide a reoirement plan or pans to new employees that are not subject
ro the Charters minimum requi~anen[s, iziuding Ae &3 contribution nuo.

16 Not all retlremegt cfiagqes or benefit enhancements are included in the histories lisced.
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1968 Reciremen[ age reduced kom 55 wish at lean 20 years of service m 50 or
older wide a[ lease 20 years of service nr as any age wuh 34 years M
service. Beneffi formula increased for members who were at least 55 at
rime of retlrement Increased m S07 of final compensation plus 1.66% per -
year of service in excess of 20; maximum benefit see at 66.66 of final
mmpeasaeion, For members who retired before age 55, bene(rt spyed at
SOY: of final compensarion.

1970 Benefit formula changed for members who were ac least 55. ax 6me of
retirement or had 30 years of service ro 50% of final compensation plus
2.5% of final compensation per year of service in excess of 20; maximum
benefit 2ised to 75%.of foal compensation. Definition of final
canpensation changed to highest one year, not to exceed 106% of the 12
months preceding Bnal 12 months of service. COLA ineroduced at CPI
noe exceed 3Y.

1964 Ciq Couacii g2nu medical bents to members of the Police and Fire
Plan

1966 Ciq Counclladds dengl beneXia ~o the Police and fire Plan

1994 Reciprocity with CaiPERS established (which potentially an aHett the
years of service~~ and final compensation decerminations)

1998 Benefie (orrnula changed (retroacme to February 1996 for members who
were at least 55 at time of retirement or had 30 years of service) to ZS%
of final compenrailon for each of first 20 years of service, plus 3% pez~
year of mrvirn in excess of 20: maximum beneft raised from 75%co $9Y<
oftinal mmpen:aeon as awarded through binding interest arbipation:

2000 Benefit formula changed for members who were at least 55'at time of
rerirement or had 30 years of service to 4% of foal mmpensatioo- for
years in excess of 25. Maximum benefit raised from 80% m 85% of fircel
compenSadon.

T002 COLA Changed to a guaranteed 3% annual adjustment. Police and Fire
SupplemrnW Retiree Bene(le Reserve (SRBR) established in 2001,
commenced discdbutlons. SRBR provides up [o one additional p~sion
payment per year in an amoun[ that depends nn investment ¢arnings,
compensation, years of servi<a and [ime retired.

2006 Benefit formula (or Police members who were at least 55 at Ume of
retirement or had 30 years of service changed to 25% of foal
compensation per year of service for Grsc ZO years plus 4°4 0( final
compmration per year beyond 20; maximum benetic for Police members
raised to 90%of fina(wmpensa[ion.

2006 Benefit formula for Fire members who were ac least 55 a[ ume of service
or had 30,years of service changed ro 2.5% of final compenntlon per year
b(service for up to 20 years; iP 20 or more years of service. 3°,6 of Gnal
compensation; m~imum benefit for Hre members wised m 90°,6 0(final
salary as awarded Chrough binding interest arbitration.

1° Reciprocity can aHecc the yeyrs of service for the purpose of esWbllshing entitlement m x pension, but
does not affect the years o(service for the pension benefit plcaiaCron or mtigercren[ m health berieFlts.
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federated curcenx plan esnbl'ahed 1975,

1975. Retirement at age 55 or older with 5 years of service or any age with 30
years of service. Benefit formula set at 2.5% of final compensation for
each year of service (previously set at 2Y for each year of service for first
20 years wieh additional IAao 1.3% (or additional years), subjett m a
maximum benefit of 75% of Onal compenation. Final compensation
defined as highest annual average eamable during any 3 years consecutive
-years of service. COLA set at CPI not xo exceed 3°6.

1984 Ciry Council gang mediml benefits eo members of tt~e Federaeed Plan.

1986 Fedeated SRBR estabUshed. SRBR provides up eo ane additio~ral pension
payment per year In an amount rfiat depends on investment gmings,
tompensatlon years o(service and time retired. Ciq Connell adds dental
benefrcs m the Federated Plan.

1494 ReclprBcity with CaIPERS esublished. (same impact as noted earlier)

2001 Fiml compensation defined as average compensation eamable for highest
consecutive 12 monthz

2006 COLD. Changed ro a guarenceed 3Y annual atljustment

As a Result o(Plan Changes, Current Pensions Are Higher Than What
Employees Would Have Received Under Previous Benefit LevNs

To illustrate the Impatt of (ormu~a changes on alculated benefiu, we drew a
sample of retirees and compared their actual base pension to beneti~ levels
calmhred using past pens(on formulas. Exhibit 7 shows a sample of Police and
Fire retirees actual base pension benefit and a comparison with talaiated
6ene(la under previous pension formulas.

All sample retirees included in 6chibit 7 sdrced seMCe with the City aker 1970
and retired after January 1, 2005J~ The ma~elmum retiremrnt benefit allowed ac
the time each commenced service with the City was 75 percent o((nal average
compensation. On average, the Pdia and Fire retirees in our sample are
receiving about 8 percent more than die formula in place when they starced Ciey
service (or above $ I f,000 on average), qop including mst of living adjustments or
SRBR disvibutions.

" We selected a andom sample of atz Police and Fire recite¢ from a populaUOn of 1,955 Police and Fre
reel tees.
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For example, employee #3 refired in 2U07 with a <urre~~ annual pension of
$125J52, or early $15,000 more chaa their pension would have been under the
formula In place when he or she began employment (( the retiree receives a
pension (or 26 yearn coral benefi[s paid out of the retlrement fund (including the
guaranteed annual COLA, bue noe including any SRBR distributions) will be nearly
$500,000 more than it the bend[ formula had not been enhanced over dme.

Exhibit 7: Impact o(Pension Benefit Formula Changes on a Sample of Police antl
Fire Retirees

_ _~___'_'__'—

Sample Retlree

__.T.—__—

~ Base Pension Amount

j ~J~j~ (I)Calcula¢d user pre-1996 formula: $92.935
Reto-emenc Eace: i(D/01 (2)Calcula~ed mMer 19963000lorrtwla: Eyb,B]]
Years of sarvicc 25A (3)A<aai base pension: $9],503
Rral compensa~iw.~$146340

~--'-'..~'"--'~--'

- DiRerencc E9.5IB per year

k2 fF.re1 (I)Cal<oUmd under eve-1996 formula: 5129.518. "_"--'--
Re~'remmvda<a ile9/OS (1)Calm4ceG unAer 19968000 formula: $13&~63
Yeah W service 3i,3 (3)ACmal base pmslore 5 46,)99
Final mmpema4on $F]2J04 plRermce 5~ZZ71 per year

#3 fFirel (i)CaiculamG Under prc~i996 fwmuk: $110,958
ftttiremen~ date ]/310) (Z)CakuWUd under i9%~tWOfortnula: E~~&355
Years of zervke 3t.4 (3)Acwal base pension: E~~5.I53
Firal c«npercation $N].9g8 DiRxence: $H,794 peryea~~_' _ "
k4(FjCpj (t)Calcufated under pre~l996 formula: FI]I.'i12
ftec~remen~daae:6R]/09' (LjCalmb~eA Vndx l9%@OOp formWa: 5128,189
Years of service 39.0 (3)Glcula~ed wrier ZOW0009 formula:5133,431

~ Final cwnpensaGOn 5~13A16 (4)ACwal base pensiorc. 545,491
Difference 524.249 per Y~r

#S fP°Ilcel (i)Calcula'ed unau pre-1996 formula: E~Sb]5
Retirement darn Nlfl~05 (I)CalalareA Undx 19968000 formula: 579.731
Ycars dsw~im: 2].3
FlnalmmpenuGOm $110,]96

(3)Aawl Dare pension: 582303
DiRerence; 56,628 per year

qF /~Pol~
RNremenieam: 12fli06

(I)Caicvkced under prat996 formula: SSS,BBl ~
(1)Ca~culated undw 1996-2000 fwmuls ;55,914

Years W seNrces: 30.1 (3)Amal base pennon: 555.9 N
final compemavion: S 111,1M ~IHermce: 532 per year

butte: N~d{oY a~101ysis' b03e0 9n ln~ormoGO~ ab[mnW (IOrvI P¢~ISipn Gok, Son apse Gty ChMet and
Municipal Code
Norer m ocmmpany EsMbk 7 (talalafions jor iWsuative Purposes oruy; do naf incWde COUI bt SRBR)-

• AN pensions are s[aed as a7ud base in ~Iru year o(retlrement

Pre-1996 prnsio~ (mrrwlo mialared as 2.5% per ymr of servicq maximum = 75% of Inv(
com~+¢nsaUOn

• 19961000 pension (ormulo was 13% pei year o('servia for firs[ 20 yeses o(service, 3%per year
o~rer 20, maximum o(80°k of Ind mmperiw[ia~

• 2000.2006 (PoGce~ and 1000-2008 (fire) pensmn (ormWv wos 1.SX pa yea o(rervice (or (rs[
20 yeas,J%(wnent 5.4%over 25; maximum o('85%o(~nvlwmPensation

• 2006{ument PoAce (wmula s 2.5% pu yeor of servrce.(or (ust 20 years, and 4Ye (or earn year
therea(rer, maximum is 40% o(fmai mmpenso0on

• 2008Current Fz (armuta it 13%per year i(kss Mvn 20yearz o(serns; i(more ,hors 10 years
o(rervice, ?%per yeor, moximum is 90%o(Qnd t«npenroaon

IS

GURZA000025



As shown in Exhibi[ 8, we conducted a similar analysis kr a sample of Federzced
re6rees.~~ for the employees in our sample, mrre(rc pension benefrcs are about

percent higher Ulan they would have been calatated under she formula ghat
was in eHea pNOr to ahe mox recen~ change. For example, sample employee #I
retired in 2008 with a current annual pension of $116,070 compared to an
estimated $ I Oq,579 benefit under the formula 7n place prior to 1975.

Exhibit 8: Impact of Pension Benefit Formula Changes on a Sample of
Federated Retirees

Sample RetirEe-

~_'_ — 
~I - Baze'Penz on Amount

He~a"~wt date. 6rzB108 ~~~Ca¢o~atM order l9]S formvb §104,5]9
Tears o(servke: 24~ R1Attuvlbaze penNOn: $Ii6,0)0
Flml rompensariorc $19T,06i - Difference Ei 449i per year

Recj4tmman[tla[e LION] (I)Glc~laced unde 19)S formh §]]634
Years ofs ce 213 (~)A~aal by peers ort f~i,l)4 j
Flnai <o pp saaon b47.Pn DN(erence 8?54a per year ~

fleGrae#3 ..... — ..
ftttirement dare ]l3/p9 (I)Glalatc-0 nde X9)5 form I E21597

Yczrs al sen ce 154
(~)!«al fns p sbrc E~~903

F nil. compe abort 561.185
..... _ -- ___

Diff¢rence E1 X56 per y¢ar

Retiree #9
Rcurement date I/6ro1 (OGi<uh[ed vMer 1975 formula E21A~4

Yeah of service 27.5 ~ (1)Mwil base P~siorc $29,9]0

Firm compertauorc §93,659 L ~~~~e: $1,956 per year

nwrce: nuaxer onaiyzrs noses on m(ormotion c6tmned (nom Pension Gold PeopleSo(t, San Jose Gry
Charter and Munidpd Code
Notes /o aacempany Erhibh 8 (mlalmiora (or i(d~svoaon purposes only; do not include CO(A or SR81~:

• 1975 penion (mmvla uvs 1.5% per year of scrvirc, rr~mimum ber~¢(tt 75% of (jai
Wmpensatlatt (highest yeor overage). Cdabuan assumes highest tiv<e year average k 90% of
highest one yem overage wnipensouon

• Curten[ perrsian formula is 2.5;6. per Year ~ rerviw, maximum bene(t is 75'6 0( Fnd
mmpensarion; (ma! mmpensouon a higfiest one year average.

Pension Benefit Payments Co Retlrees and Beneficiaries Have Grown Seven Foid
Over the Past Twenty Years

Over the past 20 years roWl petlslon benefits paid out of [he retirement funds
have grown seven folQ in part beause the average annual pension benefrc
increased by about 175 percent for Police and Flre and I50 percent (or
Fede2ted, and in part bxause [he number of beneficiaries is two and a half times
larger than it was in FY 1990-91.

1A We selected a sample of (oor Federated rcurees on a rnndwn basrs Gom a population of 2,578 iedeneed
reeirees.
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Exhffilc 9 siwws the grovrth in pu~sion beneGU paid ouc d Uie Crc~'s retiremenc
funds and the growth in the [onl retiree and beneficiary population !rom FY
1990-91 through FY 2009-I0. In fY 2009-10, the retirement plans paid ouc more
dean $210 million in pension ben~lts, compared w $72 million in FY 199&99 and
$30 million in FY 1990-91!< Over rhac same time, the number of retirees and
b~efidaries grew from i,815 co 4,891. These ven8s are likely co continue auto
Che future as about 30 percent of the Cic~s workforce was within Flue years of
retirement elig16111q as of October 2009.

Exhibit 9: Growth in Pension Benefit Payments and Total Retirees and Benefidaries,
FY 1990.91 Through FY 2004-10 -

$250

5300

E

o SI50

p

~ $~00

$50

80

6,000

5.0 W

4.000

A

a.000 a

~A00

1,000

0

Q`~\ q°~~~ ~P Q°j~ ~'b ~'1 ~'~ 8r'Q (QO tQ\ CQ~ (Q~ fQ0. CQ~ [Qb (Q^ (Q0 
(Q4 OHO

~ ♦ ~ ♦ ♦ ♦ ♦ ♦ ♦ '4 ti '4 b 'Y 't~ 1 'V '4 M1 'Y

IMw~ Pension Bmeft Payments

~ Toil Retirees and Bm~c'eries

Saurcez• Comprehmsi~e Mnunl Finandd Repom, Pokce and Fre Deportment AeBrement Pbn and Fecproted
Gry Empbyeei ReGremertt Sysmm, Facol Yews 1990A! ihrovgh ZOQB-09, Ora( Ibkce orM Fre Depwrmem
Retiremem Plan and Federated Cdy Empbyees' ltememem Sptem Finandol 5tmemena Bswl Yea 2009-10

Growffi in Average Annual Pension Benefit Paid

Exhibit 10 shows the growth in the average annual pension bene(IC paid ~o
retirees and bendiciaries from FY 1990-91 Through FY 2008-09 (or both plans
(adjusced (or in0a[lon). The fntrease in the average annual pensign benefit paid is
partly due ro a rise In aveage salariu. Over this same period, average salaries
Increased by 135 p¢rcent for Police and Fire members and !06 percent for

1° These figures are unadjusted for inflation and eo not In Aude payments for other postcmpbymmt
be~uft~ such as she post for retiree heahh and dental bereG~s. In fY 1008-09, the.Reurement Nans patl
neaNy $40 million for posEetnployment hearth insurance premiums.
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Pedereted members. Hen aher adjusting (or irRlation, the average annwl pennon
6eneit has increased over this pednd by about 75 percent for Police a~ Fire aid
54 percent (or Fedeated.

Exhibit l0: Growth in the Average Annual Pension BeneTit Paid Adjusted Tor
Inflation (2009 dollars)

580,000

$]0,000

$60.000

~ $50,000

$40.000

a $30.000
o`

$20,000

$IO,ODO

$0

1991 1993 1995 199] 1999 2001 2903 2005 100] 2009
' tl Police &Fire ■ Fedenced

Saurcec~ Attumid Voluotio~s and Annual Reports, Pdi¢ and Fre OeQortme~rc Retirement Pbn and
Federated Gry Empkyees' Retirement System, Faml Years 1990.91 Urcough 1008-09; U.S.
Oe(wrcmertt o(lg6a, Bureau o(lo6or5mNs[ics

- Nale Averages wkukted bou0 on number o(retirees and 6ene(rciarez TIJS i~tthldes survivors of
active or retired empbyce; and may inwde multgk payees pn retiree

The City's Annual Contributions Into the Retirement Funtls Doubled Over the Past
Decade

The City has had to make increasingly larger annual wnVi6utions ro Its
refirement plane eo ensure ffiere are enough asseu ro pay for~Nture pension
benefrcz From FY 1996-99 co FY 2004.10. Che Ciq~s annual contributions into
the retiremene funds doubled from about $54 million m about $107 million.

Effiibit I I sfrows the total annual conCritiutions to the retirement planx by both
the City and employees from FY 1998-99 through FY 2009-10. Nere that
a@hough codbemployee <ontribuCions have increased (from about $21 million In
FY 1998-99 m about $33 millbn in FY 2009-10), they have not increased at
ready the same rate as the Ciry's rontribuctons.
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Exhibit i i s Annual Conhibutlons for Pension Ben¢firs Doubled Behveen FY
1998-99 Through FY 200910
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~ Employee ■ City

Sourmz Campmhensive Armual Finontlal Rzpom, Police and fire Department
RcLrement Pion and fedem[ed Gy Empbyees' Retirement $ysrem, Rscoi Years l998-
99 Through 2008-09. ~m(t PaUCe and Fre Deportment PeGmment Plan and Fedemced
C'ry Employees'Retiiemene 5ysrom Fnaridal 5mremen¢ Fiswi Yew 1009-l0

Divided. by the number of active employees shavn 1n the re[iremene plans'
Comprehensive Annual Financial Reports, the City's mrrcribuUOns per employee
rose from about $11,600 ro about $24,800 fa Police and Fire (about 2R
percent) and 6om about $7,200 to about $12,000 for Federated (above 165
percent) from FY 1998-99 through FY 2009-10.

Tha City's Contribution Rates Have Risen Sharply in Recent Years and Are Pro~etted
[o Rise Even Further in Che Near Future

Over the past 10 yeazs, tFe City has experienced a profqund Invease in the
percent of payroll that it pays [o ehe retirement plans for fuWre pension benefits.
Tfie Qt~s conalbution ales {expressed as a percerrc d payro0) have more than
doubted since FY 1990-91, Including signifipnt growth in' Nie last five years.
Exhibit 12 shows the City's cono-ibacion ales at Me•year Intervals sinrn FY X790.
91.
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Exhi6lt 12: The City's Retirement Contribution Rates as a Percent of
Payroll, FY 1990.91 Through FY 2010-I 1 ~~

Sa%

40%

30Y.

30Y.

IO%

OY.

kderaced Pdice and Hre*

■ 199091 ~ 199596 ■ 100001 tF 2005-06 ■ 2010-I

+Actual rau in FY 101011 for polim members iz 38%. Por fire members, i[ is 40%

Sourcex ReuremeM Plan Cumpeheuitre Annual Finandal Reports and Annud Repnm. Fixd

Years 1990-91 fimugh 2008-09

Projected Rate Increases Outsb-ip Anything Seen to Date

6chibd 13 shows the change in contriburion races from FY 1980-81 [o projected
rates through FY 2014-I5, inclusive of rates for refiree medical and dental
benefits. Contribuuan races for Police and Fire declined steadily from the early
1980's through~ahout 2003 before rising rapidly w today's high rates. For
Fedeated. ates remained bebw 20 percent for many yeah before recent
increases.

Acwrding to the Ciry Mamgers O(Gce's Fre-Year Ewnomis-POrecase and Revenue
Projections far fit Genewl Fund and Cop'w( Improvement Program~e (u~ry motes are
expetted to rise to around 75 percent of payroll for Police a~M Fire and more
than 45 percent for Pede2ced, easing the projected annual r¢tirement
conVibutbn paid oue of the City's General Fund to be more than $]70 million in

FY 2014-I5. This is more than the entire FY 1010-I I Operating Budgets for the
Fire Department, the Airyort, and the CiCJs librzries combined

These figures de no[ reflecv adjuxvmenrs m vhe Chys a[es as a resW[ of recent negoUadain whereby
some employee bargaining unitx agreed m pick up a porNOn of the Ciry's aniwal payment to offset the
Cit}~s conedbuclo~ pace.

1°The forecast is onlirm ae sceh p~// I R bud UFYIOI I/F' Y F t q
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Exhibit 17: The City's Retirement Concribucion Rates for Pension and Retiree
Health Benefits, FY 198081 Through FY 2014-I S (projected)

1982 1985 1988 1991 1994 1997 2006 2003 2006 2009 2012 2015

• • - ~Fedeaied —POIIce —Fire —Pdicc and Fire

Sources: CompehrnsNe Mriud Fmondd Reports and Arvwol Reports, Pollee aM Fhe Deporvnmt Reurertmnt Pbn
wd Fedemted Gq Employees' fteurement System, Fiscd Years 1980AI through 1008-09, Retirement 8owd Nwy
2010 Aace ResoNuorty and fhe City Manago's Bvdget O/(Ke

More depil on the Cry's projetted contribution rates going forxa~d (and the

breakdown between pension and OPEB conttlbuaons) is shown in Exhibit 20.

The ftetiremeat Plans' Unfunded Liabilities Play a Major Role in Rising Conai6ution
Rater

Aso(June 30, 2809, A b5.4 Bllilon Pension liability...

As <he number of retirees has Increased and as the Ciq has enhanced benefi4,

die Ciry's pension liabiliq (that Is, the amount of benefits promised to current

employees and retirees) has grown d2maGCally. As of f tine 30, 2009, the City's

esfimated liabillq for pension benef is already earned wax.85.4 billion – or, put

another way. the City had an esdmaced $5.4 billion in pension lio6ili[iu. This

compares to $2.1 billion in pension labilities ten years earlier.

...But Oniy $3.4 Billion in Pension Assets

As a resuk of she 2007-09 economic downarq the combined imes[ment bsses

in fhe two plans for the fiscal years 200b08 and 2008-09 totaled $978.8 mi0ion.

As of f u~ 30, 2009, the markee value of the plans assees was $3,q billion, or

$2 blllfon less than the cmnbined pension I'¢biGties
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tension $ustainability

it is importan~ to note ehaz as of June 30, 2009, the attuarial wlue of tl~e
combined plan assets mtaled $49 billion, or about $i billion more than the
market wlue of the plans' assets. This is because, for actuarial puryoses, market
gains and losses are not fully recognized by the plms in the year they occuY. They
are mcognKed {or smoothed) over five years W minimae the impact o(markec
vola[iliq on annual wnVibueion nus. The effect of this is chat the large market
losses suffered in fisnl years 2007-OB and 200&09 have not yet been fully
recognized (or actuarial purposes.

It is also impor[arrc ro note that during fsca~ year 2009-IQ the combined
investment gains for the two plans totaled $512 million.+ As of June 3Q 2010,
the market value of the phns' asses was $3.8 billbn. Nonetheless, as irnesrmenc
gains and losses are recognized over the next kw years, It is expetted that the
Ciry's contribuUOn rates will rise.

As of June 30, 2Q09, the City Had a $2~Billion Unfunded Pension Liability

The difference between the pension Ilablliry and the value of plan assets is ailed
[he un(urded liability. The un(unQed liability is a~ala~ed two ways: (I) based on
the market value of asseu, and (2) based on the accwdal value of assets. Using
the market value of suers, the City's combined un(vnQed liability far both pension
plans wwfed $2 billion as of June 30, 2009. As described earlier, using the
act~rial {or smoothed) value at asses, the Ciq's unfunded pension liability is less
—EI.I billion.

Exhibit 14 shows the market and actuarial values of the combined plan assett
compared to pension liabilities from FY 1999-99 through FY 2008-09.

Exhibit J4: Market and Actuarial Values of Plan Assets Compared to Pension
Liabilities, FY 1998-99 Through FY 20p8-09

w
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i Markes Valu<ol ASSeb '%'ACwarial Valve o(ASStts ■PCa»on 0abiliUev

Source: Aud~'(pr anolyss o(recvemen[ piw actuariN vduolions, 1999 thmueh 2009

~+~nclude~ $314 million (or Pollee and Fire, and 5198 mlAion for Federa'ea.
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As of June 30, 2009, the City Also Had a $I.A Billion Unfunded Retiree
Healthcare Liability

The Ciq also has an estimated $1.4 billion in unfurled Iia6iliGeY as a resWC of
promised OPEB 6enefltx In atldition to pension 6enefts, We Ciry sponsors and
adminiseers theFetlerated and Police and Fire post-empbyment health[are plans
As of the June 30, 2009 attuarial valuatlbn dates, the esclmated acQUed liability
kr Police and Fire rntiree healthcare (i.e. OPEB} benefice was about $762 million,
of which about $719 million was unWaded; and the estimated liability for
Federated OPEB benefits vras about $79b million. of which about $71I million
was unfaMed.

In previous years, the Ciry only partially pre-funded OPEB msa based on 10 or
IS year cash flow projections for the retlremenc plans. For FY 2009-10, the
policy was changed to fully prefund the annual required contribufion of OPEB
costs after afive-year phase-in period for the majoriq of is employee units (with
the exception of Fh'e bepartment plan members). The unfunded liabifiry is being
amortized, or paid down. over 30 years: This "pay doom" is included as par[ of
the annual mnmibution and will result 1n Increases in contrl6utlons for the Ciry
aid employees

More information about [he Cites re[ime heaithare funding status can 6e found
achttp:lfwww.san~oseca.goWrerfreehealdicareL

Funded Ratios Have Fallen

The ratio of plan assets to plan Iiab111Ues determines the plan's funded ratlo. If
plan assets are greaeer than liabilide; then the funded atio will be rner 100
percene Alternatively,. if place liabilities exceed plan assets, the funded ratio will be
less than 100 percent Many experes, indudi~ the Government Finance OH~cers'
Aswciauon, consider a funded ratlo of about 80 percent of market value or
better co be wand for government pensions

Comparing the marker value of plan assets to the esUmatzd pension liability.
Police and Fire was 66 percent funded, and Federaeetl was 55 percent funded as
of Jwm 30, 2009. Exhibie IS shows both plans' landed status for pension bents
using both the acmariai (or smoothed) value and the market value of plan assets.
Exhibk I S illustrates the eBea that smoothing Faz on the acwarial unlue of asseu,
in this case by deterring the impact of ~rgrkec losses.

Exhibit I5: Pension Funded Ratios, June 30, 2009

Po~i<e and - -
Fire' Federated

Marke[Value 66% T—~ g4>~
Attuarul value ~ 87b ~ 1 71%

Soeircc: Aud'ior analysis of data from eadi refiremmt plan's aauarlal
vWUOlions as of June J0, 2009

23

GURZA000033



~~x~. ,

As recenNy as June 30, 2007, ahe Police and Fire and Fedeared plans were
consWered 100 percent and 83 percent funded on an actuarial basis.+< However,
as sfrown in Ezhibic 16, ps~sion funded rznos as of 2008-09 are bwer than at any
actuarial valwtion since 1981-82

Exhibit 16: Retirement Plans' Funded Ratios based on Actuarial Value of Assets,
FY 198[$2Thwugh FY 2008.09

130.0%

I1U.0%
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mo.o.

90.0%

BO.OY>
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1991 \984 \986 \9~ \990 \93~ \`19~ 1~~ 7A~`' y90q

—Police and Fire —Federated

Source: Ftluwial Yaluarions mid Annual Repotts, Pofi~e and. Frce Depanmen[ ReVremen[ PWn and FMerated Cry
Empbyces' AeUrcment System, Fiscal Years 1981 A2 ~hrotigh 1008-09

Chapter 4 includes more informacbn about the growth in Ne City's unfunded
p~sion lability,

The Dedining Ratio of Employees to Retirees and Beneficiaries Creat¢s a R7sk of
Even Higher Future Contribution Rates

When a pension system is fu(fy funded, the ratio o(warkers ro ~etlmes
matters Gale, because the money far re&ea is already in the bank Bu[
when a pion is underfunded, making the pvyouts mn become extremely
6ordensome._~~

In FY 2009.10, there were 6,660 active employees compared to 4,691
bene5ciaries, or roughly IA employees to each beneficiary. The efnpbyee -
to bene(idary ratio was roughly 3 ro I in fY 1990-91 and 5 ro I in FY 19>9-80.

'" At that tlmq she Police and Fire OPEB oMiga[ion was es[imared-m be 7 percent lorded. a~H [he
Federaced OPEB obligatiw was estimated [0 6e IG per~ertt funded on an acwarial basis Qune 30. 2007
valuatlMS).

~~ The Pew Center on the Spces, "Promises with a Price". (Demm6er T007~
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Chapter 2

The resNt of a declining 2tio Is that with (ewer active employees as a percentage
of overall pension plan membership, the annual cost to pay down the unfunded
liability (wfiich is included in the Ciq's annual convibu[ion) is spread across the
payroll o(a declining pool of members. In that mvironmen4 Pension contribu[lon
rates can bemme volatile when t4ere are swings in asset wlues arising from
Imesvnent gains and bsses. Exhibit 17 sfrows the decline in the ratio of
employees ~o retirees since die early 1980s.

Exhibit 17: Decline in the Ratio of Employees to Retirees and Beneficiaries,
FY 1980-B I Through FY 2009.19

~_,.., ,-.,-T~—,~~-.~_.,-.,~-.-,—.—r-T,-.,..,..,~~-I.0
1982 1986 1990 1994 199$ 2002 2006 2010

Source: Au~mr analysis o(da[o (nom fteii~ement Plan Campre4¢nsive Annual Firpnual Reports, Annual
Reports and oauariol renews. Fnml Yeors l980$t thrwigh IOOB-09, Drc(t fre beportmentRetirement Han vM FMeroted CRy Empioyrei RetlremMt Syrtem 5nonciol 5[ocemrnls Fsml Year
1009-10

At Current Contribution Rates, EsdmaMS Show [he Amount Owed ~n Pension
Liabitlfies Wili Continue to Grow aC a Muth Faster Rake Than Available Plan Assets

Pension payments w retirees aye paid out of accumulated assets in the funds. As
strown in 6chibit I8, curcent payments out of the pension funds have exceeded
convibuhons for some tlma This is m be expected In systems drat are pre
funded and rely on investment rewms eo fund mutfi of She future 6ene11CS.
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Exhibit I8: Pension Benefit Paymentr Have Exceeded Gonfributions Sincu 2001
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Sources: Comprehenshe Annaai FnanUat Reporu. Police and Fire Departmenv Retirement
flan and Federated City Employees' Reciremen[ System, Fscal Years 200607 [hrough
2008-09. Drak Poli<e and Fire Deparcmenc Retirement Pkn and Fedenced City EmMoyees
Rettremene System Flnanclal S[acemenu Fis<al Year 2009-10

However, San fox's plans are <urrendy underfunded, and if mnvibu4on rams

were frozen indefinitely at today's rates, even if investments yielded e~etted

remms, Retirement Services sqH estimate that the amount owed in pension

obl"~gntions would wntinue m grow ac a much hsce~ rate than available plan

assets, leading to ever increasing untuMed Ilabi~iues over the foreseeable fumm.

It is important m noee that San fosA may be in better shxpc than some other.

retirement plan sponsors, AcCO riling rA Joshua Rauh of the Kellogg School of

Management at Norehwestern University, assuming states make conWbutions at

recent arcs and assuming they do cam 8 percent, 20 sum funds wi11 run ouo of

psh by 2025; the Qrst will run dry in 20 i 8.
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Chapter 3 Rising Pension Costs
Threaten the City's Ability to
Maintain Service Levels

SUMMARY

Fls<al sustalnabiliry refers to whether the City can mainuin current service levels
wichouc rompromising service levels for tumre generations and v✓hether the Qry
can meet future o6ligacions.

Currently,.personnel cons such as sa6rtes and wmpensacion, employee benefits
and retirement benefits auount for about two-thirds of General Fund
eupe~Micures. The amount of personal mscs amlburable to retirement
conVibutionshas increased over time. 8y fY 2014-I S, annual pension and OPFB
mnvibutions are projected ro reach 25 percent of coral General Fund
expenditures, up from 17 percent in FY 2010-I I and 6 percent in FY 2000-01.

Re~enc budget defciu required cuts to services, layo8s, and concessions From
employee bxrgaining groups- Proiecced fueure defi<ftt, In part because of rising
pension costs, will require similar considerations. Continuing this trend of layoffs
and pay and bene(It reductions may make it difficult for the Ciry 'to provide
servirns and m reuin and attract a quallry workforce in the fuwm.

Fiscal Sustalnability Should Be a ConsideraGOn For Any Decision on Whether fhe
City Has Overcommitted on Pension Promises

for marry years, sustainabiliry rnlerred to the Interstttion between souerys
economic and environmental goals. AcmMing ro the US. Environmrntal
Protection Agency. "susralnability calls (or policies and strategies that meet
sodety's present needs without compromising the a6illry of future genev'ations ro
meet their own needs."

More recently, the idea of sus~ainabiliry has begun To Inform detlsion making and
repoY[ing in other arms, 1nClUding the fiscal mstaina6ili[y of government en[iUes.
The Government Accounting SandaMs Board {GASB) began a research projecx
in 200b to identify the information needed by users of financial reports to assess a
governmenPs economic condiUOn. Included in GAS&'s delibeation on ehe
subject is the concept of flual susoinability. GASB. wroee:

At.a very high level, longterm (hml msfainabl8ry reporting inw(ves an
ossessmen[ of ~e extent to wfikh servke delirQry can be molnmined a
erisUng levels, and the extent m whidt governmental obligations to
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citizens, under exisVng legal (romeworks, can be met from predaed
InQovrs over o predetermined (oWre period

fiswi sustainabi{ity is a key concept the Ciry should consider as li deeerm~nes
whether is has overcommitted on pension promises, Spttific questions to answer
should be:

• Can the Ciry ma~npin existing service levels without mmpramising
service levels for future generztions?

• Can the Cicy meet its future obligations?

About One Quarter of All General Fund Expenditure are Expected to Go Toward
Redremenc and OPEB Contributions by FY 2014-IS

IZ3

Of the Cit)+s FY 2010-I 1 General Pond budgeted expendiwres, about two thirds.
are (or personnel roses, :including salaries, other compensation, and empbyee
bene0as. A Bowing portion of thae perwnnei. cosy was funding for pension and
OPEB costs.

According to the City Managers economic forewsu. reGremene and OPEB
conrributions are e~epecced W be about 25 percene of total General Fund
expenditures 6y FY 2014-I S (totaling about $270 million). By comparison, they
acmunced for 17 percent of Wpl General Fund expenditures in FY 2010.11 and 6
percent in FY 2000.01. F~chibit. 19 shows the proporcion of personnel cosu,
retirem8nt and OPEB convibutions, and other e~cpendiwres in the Geneal Wnd.
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Exhibit 19: Retirement and OPEB Contributions Compared to Atl
Other General Fund Expenditures, PYs 2000.01, 2010-(
and 2014-IS (projected)=+

2000.01 30~0~11 101 L15

~OO~v Generalfmd Expmdlwres
• SaliNex OJ.e~ Cwnpenutlon, and Non-RMremm~ BmMa
I(d Reuremm~ antl OPEB Conptbutlons

Source AuQ[or analyse of doro provided 6y the City Monogcr's Budget Once and from the
ZOI I d0f5 FrvrYem Emnanic Faecmt o~d Revenue Proju:UOns, Fe6rumy 1010

Expected Gowth M City Contribulion Rata

The increasing costs are a resNt. of the ~pec[ed grovrth in [he Cit~/s
wncribution aces, wfiich are shown in F~chi6it 20.

~~ In the fY 2010-I I proposetl butlgeq the budgeted amwn[ of pension antl OPEB conhibutions Irom alf
funds taaled aboac $197.3 million. Th¢se figures ate before reductions co vhc Gcys required
conMhuuons resulving lmm additional contdbutlons offered by employee bargaining groups
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Exhibit Z0: The City's Shoe of Current and Future Estimated Contribution
-Rates as a Percent of Payroll

"'— _-~__^.'""'7 ont n..~.~. tam-~_7~.T'an~~ii ~ ~'n fi i~"l nhii~

Pension -. -. 23.1% j 37.1% ~ 30.5% I 34.9% 34.4%
OPEB {~° ~ jyy gj°~, 8~

Tonal 29.6% ~ 343% ~ 384% ~ 427Y q5.1%
Polimmembers:

Pensio
~
~ 38.3% I 44.4h j 513% ~ 593Y 613%

y,~,(° ~ 79% ,~i I IU fi/ 106%
-Total

ry~OPEB
4-0.6% i 523% 606k ~ 

~
699% 74.76

remembers - ~ - -~'~~'i
..Pension 40.2% I .445/ S13b ~ 593% 64.3°6
OPEB 3~9° f jp~ ~ 93~' ~ ~ X0.7%

Torsi i9.1% 524% ~ 6066 j 699% '75.0°6

Note: these rams are bekre any negoUa[ed employee pickup of a portion of the ~[ys
mnvibuuon rate. The above raves do not Include the pre-payma~[ discount rare.°
Source ReGremme $ervrces Department and Gy Monugefs budget O((Ke

As a comparison ro these races, ehe curcent combined cost for Me employer a~
employee portions o(Social Severity and Medicare Is 15.3 percent of pay.

The City Has Seem Recent Budget Deflclts and Projech More in the FuWre-Pension
Costs Are a Major Factor

In early 2010, San Jose's City Council wu requireA ro close a q'o~ecced $I X6.5
million deTcit in the City's Geneal Fund for FY 2010-I I. Approximazely $52
million of that was atvibutable to higher than expected pension costs. To close
the deilciq the Council was forced eo cu[ services, lay off employees, and seek pay
and other mn~essions from the City's employee bargaining unia.

As par[ of its consideation of the FY 2010-1 I Budgep the City Council directed
the City.Manager W begin discussions with employee bargaining groups to achieve
a 10 percent reduction in wpf employee compensaeion. Todl compensation
Includes base pay and beneites, - including retirement contributions. Many
employee bargaining groups agreed to reduce rogl compensation to save jobs
and xwid service cuts. -

»The prepay dixounc refer [o a dismun[ the City achieves by paying the full annual req~ined canbi6u0on tie
the begnning of the year tither than throughout the year as the IhMtity Is accrued. The discoin[ & a rMtAt
of achieWng vhe full year s investment ezmings on conW butloro.
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Some e~mples of actions taken included:

• Members of fve unions, representing over 1,400 Federated mertibers,
agreed to increase their mntribuUOns into the retirement system
cowards the unfu~ed IYnbiliry hom 1030 percent to 21.13 pucena of
their pay (or from $10.30 for every $100 0( pay, to $21.13 for every
$100 of pay). In comparison, Secial Security wntributions are seC ac
E.2 percen[ of pay.

• Polire members agreed to increase their retirement mnVi6uoans by
52S percent This saved 70 police oPocer positions that had bey
designated far eliminatlon. Total pension contributions by police
members now equal 15.06 percent of pay.

Many other employees. had eheir base pay reduced, saw Neir mediml
and dennl benetitr reduced, and/or are being asked ro ake unpaid
furlough days

However, even with these concessions. 7i3 full-time egWValent poslcions were
eliminated (leading to 196 fu~4 or patt-time employees being laid ofd and servims
were reduced across the Ciry. According co the City Managers Budget OfFlce,
because one-time funds were used to continue marry services in FY 2010-I I, the
full associated impact of some service cuu will not become eRettive until Juy
201 LI2 This includex 217 positlons to be eliminated at ary annual net cost of
$222 million.~~

As o(August 31.2010, the foreasted Ge+ieal Fund defl<it for FY 20f 6121s $41
million and continued defcits are lorepst thrwgh FY 2014-I5. To dole
projected budget dellcia. the Cky Coun<ii will need to make decisions about
cuttlng seMCes, laying off employees, and negotiae~ with bargaining units,
including retiremen[rekrm.

Continuing this trend of layoffs or reducing pay or beneFlts may make is drfficvlt
(or the City to ret2in and attatt a quality workforce in the fuwre. Moreover,
years of wccessive budges redus~ions are cue@ng City servi<ec to the tore.

°' For more in(ormavion see 2010.201/ Adapted Budget in Briefat http;//www un~omci gwlbudgedfYf01 I/2010~
201IAd p d8 d B' lANALpQ{.
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Chapter 4 The City's Unfunded
Pension Liability Has
Grown Dramatically in
Recent Years

SUMMARY

As of June 30. 2009, the Ciry's pension liability was $5.4 biflion. Thaz is. the Ciry
had promised ro pay an estlmared $5 4 billion In retirement beneilu m current
employee:.and retirees,. Howeveq [he Ciq did rwt have enough in We cv.o
retlrement funds ro meet its promises and was $2 billion short (on a market value
bask).o( tfie amoune ie should have set aside m meet those expecratlons

One reason for she rise In the unfunded pension liobifiry was imesUneM losses of
about $978.$ million Incurred dram 2007-2009. In spies of rxmc iovescment
gains of $512 million, those losses will continue ro affect the Ciry's unfunded
IiabiA'ry over the next few years because of the actuarial method of recognizing or
smoahfng gains and losses over Five years w minimize the effect shat market
swings have on corttrfbutfon aces

Mother reason fa the rise in the unfunded pension Oobiflty was the rewactive
appligtion of benefit enhancements, sum as in 2006 and 2006 when retroactive
benefit enhancements (or Police and Fire rnem6ero creaced more than $70 million
in unfunded YabAities. Becaure San Jose residenu are ulumarely responsible for
pension cosy and the faR [hat un(undeE Iio6ilities can result from retroactive
6ene11[ enhancements, we rxommend the Ciry Council consider prohibiting:

1. Pension beneFle enhancements without voter approval
2. R~roacUve pension bene0t enhancements that create unfunded UaWfities

However, another signiFlmnt reason for the rise in she unfunded liab~lky Is that
octuonol assumptions used ro calculate the Cicy s pension IinbA¢ies did not hold true.
These azsumptions repretau expecq[ions about Poore events and include such
things as tie plans' Investm0nt returns, member morrallty and retirement aces.
and salary Increases.. Because the plant. ocworiol assumptions did not hold vue
and certain assumptions were adjusted based on pose experience, the unfunded
fro6iliry increased by about $750 million between June 30, 2007 a~ tune 30, 2009.

To ensure thereasanableness of the methods and a:sumpcions used In the
retirement plans actuoHOl valuations, we recommend that the City Council amend
the Municipal Code to requim an actuarial audit of such valuations every five
years if the attuary mnducNng the valuation has nos changed in that time

33

GURZA000043



As of)une 30, 2004, khe City Had a $2 Billion Unfunded Pension Liability

As shown in Exhibit 21, the Retirement Plans' funded stains has deteriorated
signifcan~y since 1990-9L

Exhibit 21: Retirement Pians' Funded Status (Unfunded AcNarial Accrued Liability),
FY1996.91 Through FY 2008-09
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Source Aauaiol Valua6am and Armoal Reporcs, Pofice and Fire Depottment Retirement Plan and Feduared Gry
EmO~Y~ ~~rement System, Fiscal Years 1990-91 through ZOOS-09

By June 30, 2009, the Ciry's unfunded pension labirty toUled about $2 billion based
on market value.~s On an actuarial basis, ~e unfunded liability was about $I.i
bilibn. However, beause only a pottion of the recent market fosses have been
recognized for attuarial purpous {as a result of smoothing market gains and
bsses over time). these casts will rise further In [he roming y~rs whenthe
remaining losses are recognized. For 2010-I I, Me annual mst m pay this doom
added roughly:

13 to 14 percent of payroll to the Ciq's annual convibutian for Police
and fire members (or about $34 million)

• I I percent of payroll ro the City's annual conVlbution (or Fedeaced
members (or abou~ $35 million)

Unfunded lia6iliues In government pensions arise fora number of reasons,
primarily because {I) the government did nox fund beneFlts earned by employces

" In addition ro the pen4on plans' unfunded liability, the C1ry also has $1.4 billion in u~unded Ilabiilties (on
a market value bazls) as a iesvh of promised OPEB benefa as descnbcd in Chapter 2.
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each yeaF, {2) new benefits are addeQ or (3) oauariai assumptions, or
expecptions, abouc key economic and demographic hccors which detemrine
~ontri6ution rztes (e.g. investment retumg aces of member retirement or
mordliq) do not match attwl ouCmmes. In San Jose, the City saw both (2) and
(3) oaur.

The Importance of Fully Funding the Annual Required Contribution for
Pension BenefiU -

Unlike some jurisdktlons, the Ciry haz gen¢rally been fully funding its onnuai
required canvibutlans for pension benelits. The plans have had ucwado! rdmUonn
completed on a regular biennual schedule and, with the exception of ewo years in
the 19905 has mnsiscetnly made Its onnuai required contribution (ARC).+ The
pWns rerendy changed to having annual vaivatlons. Furchermore, the Ciry is
moving towards fully funding ~heARC for retiree healNCare.

Recent newspaper articles are replete with stories of older jurisdictions that have
not funded their annual required pmslon contti6utions and who have made little
etfott m fund their OPEB liabilities. As a resulk <orrent and future axpayers will '
be on the hook co pay chose ms[s,

Fully funding ehe annual required wncribuuon for pension benefts is not just an
important budgeary chdce: it also addresses the concept of incer-geneauonal or
interyperiod equiq. As discussed laceq incergenerational equity is the concept
that current-year costs stwuld be recognized and paid in the current year, and
npc shifted off co luwre taxpayers

Retirement Plans Have Experienced Large Market Losses in Recent Years, Increasing
the Unfunded Pension Liability

There is. of roursQ no guaraneee that even a fully funded pension plan will sWy
chat way. As-a result of ahe recent eronomic downturn, the combined
Imestmenc losses of both plans coaled more than $765 million In FY 2008-09.
This is in addition co $214 million in losses (rem the previous year. In FY 2009-10
she combined investment gains of both plans copied $S12 million. Because they
are generally assumed [o genea[e the majority of asrets over time, invesunent
earnings are an exvemely imporrant component of a pension plan's vlabiliq.
Exhibit 22 shows the inres[menc gains and losses between FY 1996-97 through FY
2009-10.

6° In [hose two years, tFe Ory made 92 percent and 96 percent of the [oral ARC for [he Fede2ted Plan.
TM1e reasons were that (I) ~M1e Ciq opted m phace in a recomme~Med mn~ribuaon ace inorase and (2) she
City elected m dekr funding for ohe redpro~iry benefit provMetl in 199A as the actuaries vtixe unable m
adequately value the liabiliq bttause a lack of relable daui,
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Exhibit 22: Retirement Plans' investment Gains and losses,FY 1996-97 Through
FY 2009-10
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Retirement %m and kderateQ Gry Employers' Rearemrnt System Fnon<iol S[oremen¢ Fis~ol Year 2009-1 Q

Even Strong Rotums May Not be Able m Make Up for Recent Losses

Ouring FY 2009-IU, each plan saw strong net investment rearns, 153 percent for

Fedeated and 13.7 percent for Police and Fire. However, 6eceuse of the nature

of compounded inreres4 even strong returns such as these may not fully olfse~

past losses. Following is an example co highlight tliis I(a $IOU invesvnent loses

20 percene of its slue is year one,. xhe balance is $B0. If in year two the

imcstrnenc earns a 20 percent return the value of the investment Is only $96, not

$100. 7o get back m evan, the investment would need xa earn a 25 percent

return on investment In the second year ($24 dNided 6y $BQ).

Retroattive Bonefit Enhancements Have Also Increased ffie Unfunded Pension

Liability

36

Another reason (or the increase in the unfunded liability is that each plan has had
beneGrs enhanced over time, often recroacGVely over current members' enure
careers. Retroactive benefrc enhancements create a liability for pension
obligations which had not been previously funded through prior years
contributions.
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For example, in 2006 and 2008, the maximum allowable benefit for Poli<e and
Fire membeYa was increased from 85 percent of final compensation ro 90 pucent
and this was applied retroacYnely to all attive members. This enhancement added
about $70 million Co the Pollce and Fire unfunded fiabitiry (or about $26,004 per
Police member and $47,000"per Fire mem6erj. Ic should be noted [hat the 2008
increased ben~C for Flre member was granted by an Arbi~recion Board through
the Charters billing interest ar6it2Non procedures.

The toJlowing ezampie illuscrotes how a recmacme beneFle enhanrnme~[ creates
un(und¢d GabAiGex Exhibit 23 shows a timeline for a sworn Fire employee who
began working with the City in 1980 and rcdred in 2010 with a final
compensation equaling $100,000. Beaune this individual worked for 30 years,
they receive the maximum allovnble beneft of 90 percent of foal compensation
(or a pension equal m $96,000).

Exhibit 23: Example of How Retroactive Benefit Enhancements Would
Affect a Fire Employee Retiring in 2910 After 30 Years of
Servirn

Employee 
EmployeeHeglns Sery/ce (feBD) 

/~e~~rer (1010)
Maslmum ]fi% 80% 85% 90%

Refi~ament ~~~
Ailowaxn

1980 1990 yppp P F 1010

Source Aodimr wvlys6 o(rhe Sanfosb Nwnlr~pl Codc

During the employees service, the maximum benefit level was changed three

Mmes:

f 996 — m~imum beneTC was nixed from 75°ti of final compensation Co
80%

• 2000— maximum wu raised from 80%to 85%

• 2008— maximum was raised from 85%to 90%

For most of this employees career, bosh employee and qty contributions were
made co fund a lesser level of bene0a. When Cfie maximum allowable pension
was increased In 2008 and applied reeroacuvely, It creaCed an anjuMed 1wbilhy
equating the difference between the level of asseu required for an annual $90,000
pensron and that required to lurid a $75,000 or $85,060 pension. Historialiy, the
unfunded liability (or these types of retroacCive 6meFlt enhancements has' been
ehe sole responsibility of the City,
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BenMit enharicemertts an 6e ganmd by the Ciq Councilor, in the wse of Police
and Fire members, through the binding arbitntlon process. Became taxpayers
are ultimately responsible for fuNre pension benefits, jurisdi~dons such as San
Francisco and San Diego only alipw benef[ enhancements to occur through voter
approJaL

The state of Maine has a clause in iu constituUOn stating [hat unfunded lia6iliries in.
iu state retirement rystem may not Ue creaeed except those resulting from
experience loves (see ~xt section (or discussion of experience lasses). The effect
of this is that retroattive benef[ enhancements cannot be grented i! they create
any unfunded paGtiry.

Retnmmentlation #i:. We recommend the City Council explore
prabibiking;

I. Pension ben¢fit ¢nhancements without voter approval

'2. Retroactive pension bent enhancemenri that create
unfunded liabilities

The Unfundetl Llabllity for Pensions increased by About $750 Mililon Because
Actuarial Assumptions That Had Been Used m Cost We Plans Did Not Hold. True

A key objective of rnfiremnnt planning is to strive fa pre(u~ed benefits, meaning
contributions are made during the course of an employee's carver such that
those convibutlons (along With Investmene earnings) pay (or the entlre cost of
[he employee's pension 6enefin. As discussed earlier, this prefunding is
important for inter-pmiod equity, i.e. the concept of paying for current services
and not shifting the burden onto (umre nxpayers.

The Rote of Actuarial Assumptions in Calculating Pension Liabilities
and Contribution Rates

When aamries conduce vaWaUOns w calmlate pension Fabiiitles and contribuNOn
rstes, they make assumptions about fuNre evenn thac affect the amount and
timing of benefits ro be paid xnd assets required -to be attumukred. These
assumptions relate to mch variables as:

Future Investrnent returns on plan assets

• Memher mortality races

• Member retirement rates

Expected salary increa5e5 by membG'S

Additional variables such as disability aces, termination rates. and
other (actors which can Impact futurebeneFlt aimlations
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When ac[uonol assumytions do not hold true, a plan s unfunded twbBiry may grow.
for example, if a beneficiarylives bnger than expected, they will receive more
benefts diaa predicted. The posts of these urrexpected 6enefitt will resul[ in~a
higher pension Ila6iliq. When mnduaing an actuarial. voluatlon, actuaries
recognae e~erien<e gains or loves, depending on wheCher actuel outcomes as
wmpared ro the auumptlons result in a lower or higher calculaced Ilabiliq.

Actuaries may also change assumprians co re0ece changing expecaeions of the
fuNre. Changi~ assumptions also result in adjusunents m the pension liahiliq as
they impact pro~e<ted experience in all future years (as such, they also affect the
plods normal costs).

The Unfunded Liability Increued by More Than $220 Million Because
Investrnent Returns Fell Below Expectations

The curreni assumppon for net invesGnene rewrn is 8.0 percent for Police and
Fire. Federated's prior assuttyrfion of 815 percent is being stepped down w 7.75
percent over the next 5 years. When invesdnent rewrns do not meet these
expectations, the plans' must recogMZe experience losses. These expeder¢e Ipsses
are disNng~ished from the market losses discussed earl'~ec F~.pcAence losses are
the difference between actual irnesvnent reams and what is expected to occur
as represenCed by the acwarial assumption.

It is impottant m compare fie actual investment realm m she assumed return
betause, as was reported 6y the Pew Center on the States in The TrilA'on'Doik~
Gap, if a plan suffered a o~-time, 24 percent Toss in value:

... the (und would have m make 16 percent in onnuof invesvrmn[ returns
{pr the neat (ve years to acwmulate os much os would have been ocaued

if Wey hod consis[enUy receired the h(swrkoliy arrtidpafed 8 percent rate
o(reWm over the some period o([ime.~~

Exhibiu Z4 and 25 show die assumed imesvnent returns and esrimated actual net
return: from FY 1980-81 through FY 2004-10 for each plan.

"7'Im Pew Cencer on [he S[a[es, "The Trillion Dollar Gap' (February 2010)
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Exhibit 24: Police and Fire Retirement Play Assumed and Acwal Net Investrnent
Returns, FY 1480.81 Through FY 2009.10
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Exhibit 25: Federated City Empioyees' Retirement System Assumed and
Actual Net Investment Returns, FY 1980-81 Through PV 2009-10
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Throve FY 2009-10, each plan had met is assumed nec imestmeot rewrn in 22
oche past 30 years. However, in each ase the plans piled W meet the assumed
remm in 5 of the previous 10 years. Over the last ihircy years, ehe long-term
mmpomd growth rates for both pans were about 7.5 percent

Behveen June 30. 2007 and June 30. 2009, actuarial experience losses from
Investment realms added abouC $I38 million m the Police and Fire unfunded
lab7ity aid $86 million m the Federnred unfunded Iio6Ady (about $36,000 per
Pollee and Fire member and $ I I,000 per Federated member~^).~+

The Unfunded Liability increased by More Than $164 Million Because
Other Demographic and Economic Assumptions Did Not Hold True

Acwrding to experience analyses prepared by the plans' actuaries In 2009, other
demogaphic and economic assumpCions did noC hold vie.

Police and Fire —the phn experienced earlier r¢tlremena and higher
Mary increases among attive members than ezpetted.~

FedeaCed — die plan experienced more retirements, more
terminations and wiclMrewals, and fewer salary increases than
expected.

As a resulA the conU'ibuuon races had been s¢~ tpo low, and tl~e plaas.(ell futther
behind. Ezperiente losms associated with these assumptions for the tvro years
ending June 30, 2009 added ab«m $Ip5 million to the Polity and Rre unfunded
Ilabiliq aid $62 million co the Federated unfunded Ila6ility (about $27,500 per
Police and Fire member and $B.000 per Fedea[ed member).

The Unfunded LiabiliTy Increued by More Than $370 Million Beaune
Some Mortality Rate, Retirement Rate, Salary Increaze, antl
InvestmenC Race Assumptions Were Adjusted Based on Past
Experleixe

Changing assumptions pn have a large impact on tl~e calmhdon of perrsion
Lubilities. As a resWc of the experience analyses and ReCirement Services safl
advoatlng for more rea~isUc assumptions, the actuaries (or each plan
recommended, and the Boards' approved, changes to key pWn assumpdans far
the June 30, 2009 valua[ions?~ .These charges added about $145 million and $229
million ro (he Police and Fire and Federzted unfunded liabilities respectively
(about $38,000 per Police and Fire member and $29,000 per federated member).

'" Member indudes retired members, survivors, and attive employees,
~ As noted earlier, bepuse of the acWa~al method of smoo[hing gains ant losses. recwt market losseshave no[ been (Wly recognized fur actuarial purposes.

'° The assump[lon was for annual salary increases co rznge from 5% w 9°b depending upon years of ~ervke.Acwal average salary increases over the 4-year swdy period angel fran 7.3%ro 11.6%.
~~ In recent years, Reuremen[ $e+vices has hired two acwarces hr la sgff.
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Sped(ic changes included:

Police aid Fire Plan - (1 ).morWliry race was changed to r'ellec[ longer
~pec[ed Iives of plan members, (2) retiremene are for Police
members was adjusted W retlett earlier retirements, aid (3) salary
increase assumption was changed to retixt higher salary Increases.

• Federzeed Pian - (I) begin phaze-in kr reduttion In long-Germ
invesGnent nre of return assumption kam 8.25 percent to 7.75

- percene and (2) morraliry rare assumptlan was changed to reilec[
longer lives.

Because recent market losses have not been fully rewgnized (or actuarial
purposes, the attuarial unfunded liability mtaled $i.l billion attune 30. 2009 (or
about $I 6111ion less than [he markee value of the unfunded (lability). Even with
She deferral of marke[ losses, howevert [he Ciq's az[uarial unfunded liabiliq grew
by $778 million between 20p7 and 2009 as a result of erperience Insses and
assumption changes.

Exhibi[ 26 shows the mmporrents of the growth in the two plans' actuarial
unfunded liabilities from June 30, 2007 m June 30. 2W9 along wah the amount of
deterred lasses co be rxognized in the future

Exhibit Z6: Components of Che Growth in the Acwartal Unfunded Liabii7[y from
June 30, 2007 to June 30, 2U09 ($millions)
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Recommended Best Precdce: Actuarial Audiu

According Co ehe Police and Pire aceuary, The Segal Company, Ne use of r~listic
aauatlal assumptlons 1s imporrant to maingin adequau Pond'mg as estimatlng as
closely as possible to the actual ms[ "will permit an orderly method (or setting
aside conVibutlons today to provide benefits in the (ueure, and to mainain equity
among generations of taxpayers and partiUpanes"

As is evident from recent hismry, when ocwonal assumptions do rrot hold ttve.
unfunded IiablliNes and contribution arcs qn Increase drzma[ially. .The-
Government Finance O~cers Assodation's (GFOA) recpmmends that relirement
plans have an indepwdent actuary coMutt an audit of the plan's acwariol
volmtions at I~st once every Lve to eight years The purpose of the acwarlal
audit is "to provide an independent crifique of ffie reasonableness of the acWaNal
methods and assumptions In use a'd the validity of ehe reviling actuarially
computed contributlons and liabilities."

Other jurisdittions, including the states of Waxhington and Missom'i, have specific
policies which require regular, periodic actuarial audits. In San Jose, only when
the retlremene plans changeacmaries are the aauanol wfuatlons subleaed to such
peer-level scmciny.

Recommendation #2: To ensure tho reawnableness of the methods
and assumpho~s used in the rettrement plans' acWarial valuations, we
recommend that the City Council amend the Municipal CAde to
require an actuarial audit of such valuaCions every.(ve years if the
actuary conducting Che valuation has not changed in ffiat dme.

CASB Project Plan: Postemployment Benefit AccounEng and Financial
Reporting

In 2006, GASB launched a research pro~ece to gather information 7egarding how
effec8ve the sgndards established for pension acmuneing and flnandal
repotting--Surement No. 25, Finandd Reponing fw beryned eeneft Pemion Plans
and Note Disdowres jor De~ineC ContribWon 7Mon; and SEaCemene No. 27,
Accounting (or Pensims by State and lnmf Goremmentol Fm~loyeis--have been In
improving acmwgbHiry and providing decision-useful Information.

GA58 has issued ICs preliminary views and proposed changes on pensron
accoundng and financial reporting. ReCirement Services saH have already
conducted a preliminary analysis of how the proposed changes would impact [he
Ciry's financial reporting and accounting of post-employment benefits:
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• The wAunded liability would be recognized as a liability on the Cic~s
bala~e sheet. The liability would be dented as the difference beCxeen
the actnannt ocaued liability and the nec market value of assets.

• Becaure the Cites annual expenre calalatlon may be alculated
diHerentiy than tlIe current annual required pennon con[ributlon, the
changes could potentially add volaciliry and Invoduce a disconrrec[
between the two.

However, is should be noted that new standards regarding pension a<counring
have not yet been issued by GASB and are probably years away from
implemenption.
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Chapter 5 Individual Components of
the City's Pension Plans.
Have Different Impacts
on Overall Costs

SUMMARY

Each component of a pension plan ius an impact an ehe overall cost of the
system. In addition to' the Dension formulas (expressed as a set percenage
multlplied by a member's years of service), two major drivers of the Clty's
pennon costs are

• Age a[ which members are eligible to receive retirement benefies (50
for Police and Fire and 55 for Federated)

• Each plans guaan[eed annual 3 percent cosaof-living adjusement
(COLlQ.

Other cost drirers with varying degrees of impact include the determination of
final average salary using the highest o~-year average, joint and survivor benefits.
the maximum pension levels (90 percent for Policeand Fire and 75 percent fior
Fedeaced), the plans' reciprociq provisions, and the Supplemental Retiree
eenefic Reserves.

Reprement Age and the Guaranteed 3 Percent Cp~p Are Major Cost Drivers of the
City's Pension Plans

Each component of a pension plan has an impact on the overall cost of the
system. In conjunttion with our rev'~ew, we asked Reeirement Services stiff to
asess the relaGVe costs of various components of the City's pension plans as a
proportion of the overall cosk The fdlowing ar¢ not designed as speck
proposals for change; they are meant to give a general picture of whae plan
provisions are driving pension mstt. Specific elements of the current plans'
designs ind~ded in the analysis were:

• Retirement age

• Pension formulas, Including maximum allowable beneFlt

• COLA

• Final comp~nutlen
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• $undarE allowance [o surviving spouse/domestic parmcr or children
("joint and survnor be~7CS")

Estimated Cost of Charter Minimum and Other Selected Provisions

For Police and Fire, the Char[er m~nlmum benefit egwls50 percene of final
compensation; th Fedea[ed minimum benefit equals 2 percent of Onal
compensation for the Tirst 25 years of service plus I percent (or each year
beyond 25 (wRh a maximum bene4x of 85 pertent of final compensation). For
each plan, the Charter defines final compensation as the average salary'in the
three years immed'wmly proceeding the member's reNremen[

fxhi6it D highlights the cost componen¢ of the current puns. As shown in
5chibit 27 the minimum benefiu spelled out In the Charter account for an
estimated 44 co 50 percent of the mpl cos[ of each phn. The guarzmeed 3
percent COLA, which is not part of the Charter minimum be~efi4 accounts kr
an additional 26 co 28 permn~ of the cost W each plan. The one-year final
compensxdon (or deterrniniog pension benefin accounts for 4 m 6 percent of
cost and the SRBR accounts for an e:cimaced 4 perceno of each plan's cost

Exhibtt 27: Estimated Percentage of Current Plan Costs AttribuWb~e M Charter
Minimums aid Other Selected Provisions

Feaeraeea

P&F

0% IOX 10Y 30X 10% 50X 40% 70% 80% 90% ice%

0 Charter ~Mnimum ~I COIA-f] 1 year finil average sagry D SRBR t Other beneACS abme charter Mnhiwm

Source Rewemmt Services Depnnmmt
Note Loses we esfimotM hosed an arrest anrve membership and anuarwl ms~,mpwns used
(w Ne Jvne 30, 2009 vduotiora.

Estimated Cost o(Variour6¢nefi[ Levels

Exhibits 28 and 29. sFrow estimated cores a~tribucable m various beset[ Ieveis,
including th¢ retirement age, the COLA, pension formulas, ~olnt and xurv'rvoF
bene9u, antl the highest one-year average Mal rakry versus the highest three-
year aveage.
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Exhibit 28: Estlmaced Coss Attr~buca6le to Various.Benefit Levels —Police and
Fire

HiSiblefar ggiLlela FomnAa=A Mv4~mn Fl~ul ohry. COCA= CpA= COLq= ~om[k
peMRe a~50 Me~c~u a[50 pv ymfN bmefita9pX Wutm pwamec03X 5.ixuiuxJ ]%Qinrv~rteY3% xMw~

vi 60 n55 icMceva 25% n80% y~¢~[lyear nCR aFpeC v~C%. oppeE vs Cfl,cappcd Mnefl¢

n l~anl dt ~5 dt25X i[3%

hem

Sourru Retirement Services bepanment
Nam: Costs are eswnared boseC an current active membership and oaua.bl assumptions used fey ~+e June30, 1009 vaivatians, C%tapped COIA.msR wtte estlmated using annual CPI oxr Oie lust 50 years
assuming no COU batiks.

Exhibit 29: Estimated Costs Attributable m Various Benefit Levels— Federated

9~gW¢lor (I~~efw Fomw6=3.5% Mctlnwm foal vbry COLA= COIq= COIA= ~oht6
bme~t~rz55 MnePV at 55 perya~o! p¢rc(I[=>SX bneLm gmxxc0l%EUVyµeM J%5u~rnne4 ]% ~uNwr

n65 n60 xernccrs 3% n65% M~es[lyxu ~s CPl. ~petl nCft ~poC nCR nppetl Mufty
vnl~no at x% aa]5X at3%

Kni

Source Retirement Sm%Kes Depottment
Nota' Casts we atima[edbased an artmt active membership and ac[uaripl assumprlans used (a tlm June
30, 1009 vdua6onc CPFcopped COLA tma were es6maad using onnud CPl, over Ne bst 50 years
assurt6ng na CAlA bortks.

There case componarts are described in more derail below:

Retirement Age

As is shown in ~hibies 28 and 29, one of the largest cost driven. is the age at
which retirees are eligible m receive benefits —more than 30 percent of mql
cost comes from the eligfbillty w retire ae 50 and 55 years of age versus 60 and
65 year o~age for Police and Fire and Fede2~ed, respecrively.
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The Polim and Fire retirement age was decrmsed from age 55 to age 50 in 1968.
The Federzted retirement age of 55 or older wltfi 5 years of service, or any age
with 30 years of service, has beep in place since 1975. Eligibility co retlre at 50
versus 60 years of age Increases Police and Fire cosy by a6wt JT percent.
Eligibility m repre at 55 verws 65 years o(age Inveases Fedeated costs by about
30 percent.

Increasing or reducing. the retirement age has the eRect of dnnging both the
number of yeare a retiree receives bene0rs and the number of years chat they
contribute Into the ryscem prior eo refirtvnenc Among retirees as of June 30.
2009 the med"2n retimrcient age for Police and Fi~'e retirees wes 54 and dre
med"tin retirement age for Fedeaced vms 56. By comparison, el{gibility farSocia{
Security benefits 6~ins at age 65 (or 62 for a reduced, early benefit) or 67 for
individuals born after 1960.

Locally and across Me country, mnslderdGOn ii being given [a Increasing
retlreinent ages For eximpie. in 1983, the Federal govemmene approved posing
In increased Social Severity retirement ages in an effort m shore up the Sodai
Security Trust Fund.

Pension Formulas,,including Maximum Allowable Pension

Pension formulas determine haw the acNaf bene6e is talculaced. The maximum
allovabie beneRt provides a telling on the level of benefit that is allowable (before
the appiiouon of any COLA). As shown in E~Ibit 29, Retirement staff estimate
ghat pensioning employees at 2.5 perteat instead of, uy, 2 percent increases
Fedeated costs by about 20 perceok and that pensbning Police and Pire
employees a[ 3 perrnnt ather than 2.5 percent increases costs by about 17
percent. On the o[her hand. redudng the maximum benefit w. say 65 percent
of fi~wl salary ather than 75 percent could reduce Federyted Costs by about 5
percent.

Guaran(eed Arinua~ Increases (ak.a COLAs)

$an loses pension plans provide guaanCeed annual cosFOf-living Increases, even
in the first year of members' retlrement The arrent syscem provjdes that all
pensions in eRect as of Febnmry I~~ (Police and Fire) and April 1~ (Pedea[ed)
receive an aummacic 3 percent invease. As a result a Police and Fire member
an retire on January 31 K at 90 percent o! salary and receive a 3 percent Increase
the next day, rewl4ng in a pension of 92.7% of 6rm1 salary.

ifiis Gzed COLA was negociac¢d in 2002 and 2006 for Police and Fire and
Fedeated respectively, and replaced a pmvious bene(rt tliat waz tied [o [he
Consumer Price Index {CPI) and capped at 3 percent. In yeare tfiat the CPI was
greater than 3 percent the excess was banked to offset years in which the CPI
wal lower than that mark.
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As shown above in 6chi6¢ 27, Retlrement se(f estimate the guaanteed COLA
accounu for abou~ 28 percent of the coal cost o(xhe Police and Fire plan, arM
26 percent of the coral cost of the fedeared plan. As shovm jn Exhibia 28 and
29, the guaranreed 3 percent COtAs mst an estimated I 1 percent of pay more
than would a COLA based on the CPI and capped at 2 percent

Determination of Flnai Compensation

$o[h plans have changed their determination of Pmal compensation from highest
tfiree-.year average compensation to highest 12-month average compensation.
Although the highest one-year provision cook effect in 1970 (or Polim and Fire,
the Federeeed bene~~t was changed more recently, in 2001.

Exhibit 30 shows a recalculation of what three sample Federated retirees' pension
would be using a ehrre-year average when compu[Ing final average salary
compare4 to the actual wrrent benefit calculation.

E~ibIC ~O: Potential Lhetime Savings Using HighesC Three-Year Average as Pinal
CompensaCion

Sample Monthly Pennon Us(ngCurrent Monthly Pgtencial fife 5avmgs
Federated H~gheye Three-YearPension Using Three Year

~, jIietlr¢o .Average pvarage (wfCOLA)
R tlme #I__ $9673 T $9.300__.

--82098
$247,958

Fletireelil
- -....— 

$2047 $94,224 ~
-"— Retiree#3 ~' --' $1.879—"-"—$1.992 — $56.071---

Tatal Po[entlal Life Savingsj— $350,253
SourrR: Autl~'tw wolysis based on (n(ormo~ion obwNled from Pensron GoIE and PeopleSo(1.

As shovm earlier in 6chi4itx 27, Retirement Services sUB estimates the cost of
determining Anal salary from the highest one-year average salary versus the
highest three-year average salary costs about 6 percent and 4 percent far
Police and Pore and Federated respectively,3v

Standard Joint and Survivor Benefits

Both plans have standard joint aiM survivor benefits that Mazase estimated
pension plan liabilities 6y above 5 to 6 percent (see 6cfiibits 28 and 29). For
each plan, spouses or damesiic parrners are eligible !or up to 50 percent of a
members pension after the members posCretlrement death. Surviving children
are also provided bents H they are minors or students up to the age of 22»

"As noted in ahe Amt Objenive, Scope, ondMeihodology seceion of [his report, she Ciry Aueimi s O(fice has
previously recommended die Ciry reNm m using a CM1ree year avenge In pension alculazions raChnr than
the highest compenmuon earnable in any N.•elva month period.

~~ Note ghat retirees may choose an optionil seNement ax retiremenC chat reduces Cheir pension benefit w
provide a higher mrviwrship allowance m a designated bmefciary or their spouse/domesfic partner.
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Other Cost

Two ocher elements of the City's retirement plans also add costs m the pension
systems

fteciprodty

In 1994, the City encertd into an agreement with CaIPERS d~ai ezrends reciprodl
beneFlCS to plan members. Re<iprociry allows members co combine Meir service
~yith the City with redprocal CaIPER$ systems ~o dererrnine total years of service
and final compensation. In FY 2010-I I, reciproary added 0.45 percent d payrdt
to the curtent FedeatedcontribuUOn rzte (adding about $I.5 million per year [o
Use City's onnual requir¢~ (gnbibuGon).

Suppieme~tal Retiree Benefit Reserves (SRBfl)

The SRBRs allow for wpplemenEal benefies co retirees whidi are derived from
plan "excess" earning. Whea. the plans actual inves[ment returns exceed tree
expected rewrns, then a- portion is transferred Into the SRBR for lacer
disvibucion as a supplemenpi benefit. This is expected [o rake place even when
the plan is underfunded. Tlm Fedeaced SRBR was esablished in 1986: the Poliee
a~ Fire SR6ft was esGbl'uhed in 2Q02. Each plan had a fu~Med ratio greacer U~an
100 percent the year their resptttive SftBRs were established.'

Retirement Services stiff esUmaces rha~ the cost ro the Retirement Funds m
transfer "excess" earnings [o the SRBR is about 03 percent of earnings. That is, i!
the phn is normally eaapected to earn 8.0 percent in invenmene earnings in the
long term, is will need w aaualh/ earn about 8.3 Percent Co-account for SftBR
rrans(us for the years when the plan exceeded 8.0 percent. As was shown in
Exhfbic 27, the SRBRs a<coun~ !or about 4 percent of the rota) casts of each
plan

For FY 2009-l0, each plan had net investment earnings'm ~<ess d the ezpetted
returns. Retirement Services statl estimates chat there may be "excess" earning:
!or Fede2ced, meaning there may be a vansfer o~ income into the SRBR even
Chough the plan has a sip~ificant undertunded Iiability. As o! August 3I, 2010,
there had not been a determinatlon of whether d~ere would be a distributlon to
Federated retirees however. For Police and Fire, [he calculaclon of excess
earning is slightly dlHerenc and Retirement Services staff does not believe that
there MII be "excess" earnings for FY 2009-10.

'~ The parameters fw when each plan makes a dix~eibution to refirees di0er and disvlbuUOnS are not madeevery yeas In genual, when dit[rlbu[iws are made die amoum per rettree depends on years of serviceand years mrired. As of June 30. 1010. the balance in Me SRBR for Police and Rre is $32.3 and forfed¢rared 8 $213 million.
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Chapter b Alternatives for a
Sustainable Future

SUMMARY

The City has Iimi[ed maneuveabiliry in how ii mold change i[s pension plans for

curcent employees, Nonetheless, Ne City may be able ro or may have ro reduce

its pension costs to preserve the rystem. Other jurisdic8ons have reduced ifielr

costs through (I) addleionai cost sharing by employee; (2) prospective changes in

plans (or existing employees, and (3) establishing a second tier pension for new

hires. We. remmmeod the Ciry pursue one or a combinatlon of Mese mst-

conrainment svneegie; and Chap the City consider eliminating the SRBRs or ac

least prohibici~ xra~sfers into *1+e SftBRt and distribution of supplemental

beneflrs when the plans are undeHunded, and also consider joining CaIPERS im
order co reduce adminisvative msrs.

Rnally, because of rising pension costs and their [hreat ~ the City's General

Fund, we recommend that [he City Manager should propose an annual ongoing

budget for attuarial rervices tq ensure that any cost proiecfions for negotations
with bargaining groups are actuazially sound and ro assess the Tong-term

susainabiliry o(any proposed plan revisions

Maneuverability m Change Plans for Current Employees is Limited Under Current
Law

There is considenb~e discussion aboua how limited the Ciry or other Iocni

governmeftts are in changing certain benefits !or active members df retirement
plans. The City's maneuverability ro change ios pension plans for active
.employees may be restritaed as 7t could Le deemed an impairment of an existlng

conrcact~s In tfiis situation, San Jose-is not unique. According ro a recent New
York Timex article:

There is, o(murse, no argument (or mn~eling a benvon already earned
Brit public employees burehf (ran a unique notion that. onrn Urey have
worked o single doy, their peivsiw arcangement going f~'a~4 wn nerer

be altered. No other AmedcOns enJoy such proteaions. PAVOce companies

o(ren negouare (or (once upon their workers) pension odjusvnentc+a

However, not every benefit waz authorized or "promised" in the same vny, and
some things can be more easily modified than others (eg. employee contributlon

~~ The vesreJ rights docVine may have different applicatlon to retiree medial benMes for mment
emplgees Shan pension bene(ies (or curten~ emplgres.

'" Roger Lowcnarein. Tile Nit Gisis Public Pension funds Qune 2010)
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rzces) and 'additional amlysis will be required. There are currently lawsuits
<hallebging the assertion [hat current p¢nsion berafirs cannot be changed,
including:

• Dange County, California sued to repeat the awarding of previously
granted revoactive benefits, The rase was dismissed by a Los Angeles
County Superior Courc judge in 2009: The County haS appealed that
decision.

The sates of Colorado and Minnemea each changed tfie(ormula (or
calculating COIAs In their pension systzms. Subsequently, lawsuits
were filed by re4rCes challenging the legality of the changes. As of
August 30. 2010, there had twt been mlings in the Colorado or
Minneson cases

In May 2008, the City of Vallejo. California filed (or bankruptry under Chapter 9
of [he U.S. Bankruptcy Code. UrMer the tiling Vallejo listed [he two largest
unsecured claims against the city. as retiree health benefits and unfunded pension
obligations.» As par[ of die bankruptcy workout plan adopted by Vallejo s City
Coundl In December 2009. the Ciry sought to reduce retiree health are beneflcs
but leh existing pension benefice oboe?e

The City May be Able to Reduce Costs Through Negotiations with Employee
Bargaining Groups

As discussed earlier, the retirement (ends have subsantlal assets set aside ro fund
- future pensbn bene8¢, but not enough.~a avoid signifpn4 outlays in the (uwre

[o reach full landing.

In combinacion with fuwre budge[ and service reductions, Che City will most
pmbaby seek to reduce pension costs Through ~gociacions. - This Is what

- occurred during the F1' 2010-I I budget process. To reduce costs, the City
proposed a veriery of mncesslons from employee bargaining units xhac would
reduce the Gigs pension cosss, including: -

• Additioml retlremenc contribucbns to help offset the City's annual
conVibutions cowards the plans' unfunded Ilabilides

• Reducfions in employee base pay (upon which future benefts are
based)

"Vallejo's unfunded retiree health beneft o6lippcions mtaled SI35 million arvJ unfunded pension oblgafions
coUled $89 million. By comparison; Vallelo's mtal Geiural Pond revenues in is FY 200809 Pfoposed
Budgaz were about $~ million.

v In March 2010, Vallejo approved a rev✓ mn[ratt with Its frefghrers That reduced benefCS for new hires
but did nac WUCh beneftt o(exisGng employees.
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Increased Gost Sharing Between the City and Employees

As has already been seen. one alternapve is increased cast sharing. Negotutions
between fie sdce of California and some employee bargaining goups led ro
increases in the amount employees would coneribute for their pensions. Similarly,
offier local governments have negoeiared with employee bargaining groups and
increased employee mnttibution n[es Exhibit 31 shows re~etted cities and one
stare employee bargaining group who have Wised employee convibueon levels
(note: similar m San Jose employees, these groups do not mnvi6ute w Social
Securlry).

F~chibit 31: Selected Increased Cost ShaHng Agreements, Other Governments
and eargrining Groups+

Change m Employee
Contribution Rate

,Ci~yoF Pa7tiNto mluellar~eous Emutovees 1 Ilaaed from 2%rob%

arUdet

cEl (ax by .; Raised Gom 0%
"I over chreev

ip~ yees) ttalsea Vom LSYe c

RaisM from 8% m

news

le should be noted for wmparison that San Jose wrrent employee mntribuuon
aces inducting OPEB are already 15.57% for Police member; 13.7% for Fire
members, end 10.3%for FeEeraied members,w

San Jose employees share in the narmol cost of their pensions, on an 8:3 ratio
specified in [he Charter. On the November 2010 ballot where is a measure to
amend the Qry Charter chat would, among ocher things, allow she City Council
ro provide a reUremene plan or plays [o grew employees thae are not subject m
the Charters minimum requirements. including ehe 6:3 contribution ratio.

The Charter does not specify how the cos[ of the unfunded liability is co be shared.
Currently, employees share in the current year o~ estimated normal cast of
benefice, buy hiswriplly ehe Chy has borne the full burden of paying for any
unfunded Gab~Trties. 8eg~noing in 2010, swne ba~gnining groups will 6e pkki~ up a
~¢gociateA share of [hxt burden, o8setting she Gays payments towards [he
un~nded lia6iliry. It should be noted that these agreements do not result in. any
addirionai contrlbunons towards the unfunded Ilabiiiq; only a redistribution of
who pays.

°Each of these agreements were par[ of W'ger pension re(wm measures which also reduced benefirs or
changed the calculaUOn of Oral rompensauon (or new hires.

'~ These races a2 b ore any negotiated employee pickup of a portion of the Cttys cono-ibuuon as a rcsulc
of nego4atlorrs with bargaining carts for Ne FY 2010-I I Budget as described in Chapter 3.
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Comiderntion Should be Given to Eliminating the SRBRs or at Least
ProhihitingTransfers of "Excess Earnings" and DistrihuGon oY
Supplemental Benefits When tNe Plans Are Underfunded

As described in Chaptx 5, the SRBRs provide supplemendl benefts ro re6reet
which are derived Gom plan "excesi' earningr. This cao uke place even when
the plate are underfunded. As was seen in Exhibit 27, the SRBRs acmun[ (or
about 4 percent of the topl costs of each plan. The Pedeated SRBR vrzs
established in 1986. The Police aid Fire SRBR was established in 2001 and
wmme~~ed disUibu[ion in 2002. In our opinion, eliminaeion of thfs p2tti<e Is
necesary to preserve and protect the retirement plans.

Prospective Changes to Retirement Plans Are Allowable in Erzcha~ge
for Commensu2te Benefits

An exception to the perceiv¢d rule against changing cerain benMla of acHVe

members an ottur H, in exchange for a benefit. retluction, a mmmensunte
benefit is provided. In 2610, this occurred in Vermont where state e¢achers
agreed ro a-later redremenc age in exchange for an Increase in the maximum
allowable benefc

As noted previously, as a result of recent budget deficits, many City employees'
base pay and employee beneGu have been reduced, others are paying more than
20 percent of thNr wages and salaries in .pension <onalbutions, and 191
employees were kid oH. Ac [hc same tlme, regular empbyee mno-l6uGOn Ares
for mtirement a~M OPFB coca have inveas¢d as-well. As budge[ deficies are
forecast into the (umre, Ciq employeex may find the mm6ined impacts from the
annwl budget procMS. negoeiations related to mncessionz and rising
convibution aces overly cosGy and personally unsustainable.

For example faced with negotiating based on. their total-compensatlon (where
retirement benefits are Included along with base pay and ocher beneFlcs), some
employees may prefer any reductions to their total compensation be balanced
between income and benefits. For example, reduang base pay and ingeasing
retirement contributions mch have the effec[.of reducing an employees' ake-
home pay. Faced with difficult choices, employees may choose m agree ~a ~~ngs
[hat do not affect net pay to cover other needs such as saving [o purchase a
home.

The willingness and ability of bargaining units to agree to a patticNar conceuion
can be depend¢n[ upon where the employees ehey represent are in Nor preers
and what they expett or prefer in a pension. For example, an individual nearing
retirement may 6e less interested in changes ro Meir plan than an individual just
beginning [heir career. For this reason, the agreement in Vermont to reise the
r¢tirement age did not affect teachers who were within five years of retirement.
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Some employees, particularly those with only a (ew years in the system and/or
who may not new a 30-year career with the City az a fikelihopd, may put more
value on a plan thaFaltows more porubility and sel(-direction than the arrmt
system. As was the case in Vermont, some employees may prefer a later
retirement age In exchange for something else. In San Jose, that could mean
reduced currena contributions Into she rystsn, increased porpblliry, or some
other mnsideation.'

The City Should Explore a Second Tier for New

The Charter provides (or the minimum pension ben~a the City must provide
for employees. On the November 2, 2010 hallos there is a. measure ro amend
the pension provisions in the Ciry Charter, If approved, the Ciry Council vrould
have the ability m establish seco~M tier retirement plans for new employees that
are not subject [o [he Charters minimum requiremenB. Oeher jurisdictlons
already have multiple tiers within their pension sys[ems.~~

The City Marmget's Associarions of Santa Glnra and San Mateo County have
rewmmended that titles in the region implement a second tier of ben~cs for
new employees. CaIPERS and some Iocal jurisdictions (e.g. San Fancism,
Oakland, Palo Alco, San Carlos, South San fancisco, and Campbell) already have
created second tiers for new hires.++ Some of the changes in heneTts Indudc

• Raising the retirement dge from 50 m SS for public afety employees
and 55 m 60 for miscellaneous employees

• Reducing the benefie forrtiula ro 2 percent of foal compensation times
years of service

Changng the deUnifion of final compensation to [he average of the
highest three years rather Uwn higheit one year

Some jurisdlc[bns have impl¢mented 401 Qc) style defined contrrbution plans~~
(eg. Alaska) or hybrid syscems with both defined beneft and defined mnttrbuuon
plans (eg. Washington, Utah, and Michigan). YJhen these types of plans are
Implemented, cameos employees are oken allowed to opt into them:

Loml governments are only exempt Gom having their full time employees
participate In the Social Security syseem if [hey provide a plan that meees terrain
minimum standards. In addition, in order for employee Wntributions to be made

For simplidry, when we re(eY to sem~d pier benefi¢, we are refMnng ro a plan's most resent uer which
includes a induced Ievzl of ben~[s Shan previous tiers.

Oakland's second tier is contlngen~ upon vomr approval of a parcel tax 6aibt measure In Nwembu
2010.

We are using the term "401(k) style marred convibution plans" beouse 401(k) plans, in parricukr.
cannot be implemenced by govemmenWl age~les thaz did nac have them in pWce in X986.
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inm a retirement plan on a pre-rax basis. the plan must meet Inmmal Revenue

Code requirements, including tfie requirement that it provide a "dellnicely

determinable benefP' m employees.

As a result a svafghC 401(k) style defined wnu'ibution plan is not an option for

she City; but Social Semrity mold be. The City ~oWd opc w participate in Social

Security and pay 6.2 pertenc of payroll loco the Social Security Trusc Fund

(potentially supplemented with a defned tonCdbution plan). As was noCed in

Chapcer I, Redevelopment Agency sraH who am not City empioyeex partiC~pace

in a deFlned mntri6u[ion 40!(aj plan in which the Redevelopment Agenq
mnvlbutes 9 percent of base salary and makes payments inro Social Sxuriq, and
employees mnCribute 3 percent of base salary and alw make paymens loco S«ial

Semdq.

Considerations for Semnd Tier Benefits

in devebping a polity for second tier reeirement benefrcs, the Ciry will need ro
consider a number of factors, including;

• Puryose of plan:

• Cites perspective— attract and retain a quality wodcforce

• Employee penpeaive — future replacemenC income (Money
magazine ciCes a retirement income arget (from alb sources) of 70
percent of pre-retirement income to Iive comforEably in
reUremrnt)

AHoMability of the plan

• Are employees covered by Social Security or offered other supplemental
-savings planst

• Potability of reUremenc assess and7or reciprocky with otl~er GSlifomia
pubic pension systems

• Who bears the risk (i.e. investment risk or The risk of not meeting other
assumpUOns)~

WaAc(orce Development Corrcuns in Designing a $ecottd Ter

l'he City's defined benefh plan is designed Co reward longevity and promise a
faed bent (or life in reCirement. IC encourages reren[ion beause the bends[

becomes more valuable as the employee ages and stays more years with the Ciry.
As a retirement plan Wsk force in Maine recently reported:

A moja <onside~ation fw~— e~luatir~g a second Uer plan is who 7s i[
designed ro bene(t and why? If fie goal 7s to solely to enmuroge
employee longevity, [he vaditianal de(ned 6ene~t plgn is the answer. I(

(he gaol is to attratt and hire younger employees, a de~'ned mntn6vGOn
pton is o IikeFy apvan. t(the goal is io create portability of benefu sa that
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mobile employees <an build o retirement income, then Sabi $ewrrty with

o suppkmencol defined convl6uUOn plon, or m o lesser eaten; o de(ned

bene(t plan may (t the nred~~

The large number of antieipa~ed baby boomer retirements,. and the significant
replacement hiring that may oaur to bac~ll those positions, requires that Uie
Ciq has a rysxem that will mnxinue w be attractive m incoming talent —avers ai

the Ciry attemp¢ m reduce costs. According to some observers, a new
ge~eafion of employees may have. different desires and ezpecmcions of areer
paths and compensatlon ttadeofts. While the need for cost reduction may be
what is driving the change, a desirable result should elan be a revised sysmm that
aligns to employer and employee needs Into We fuWre.

Akernate Plan Designs

Exhibit 32 lists some commonly understood advantages. and disadvantages of
altemam plan designs. The impottanc mnsideatlon of plan aHordabiilty would
depend upon the speciFlcs of fie plan.

Exhibit 32: Advantages and Disadvantages of Alternate Plan

Hybrid plan 
._--- --_._.

(wlrhdefnedbmefic and defined
conUibu[ion eharaccenstics)

Source: Audimr anorysis

Advantages

Guaranteed Uferime benefit o0
employees
MoWatss employees eo
mnunve in service
Gererally more eupensNe
oveall, but more elfrtent tlwn
deFlned convlbution plans at
providing benefiu on a per
dollar of brnefi[ paid basis s

Empluycr cox¢ are Ifmi[ed
Mniml mnu56ution amoun~ is
easily determined
More portable chars defined
benefit plan

- Dependron plan design
- Flc~,iblliry in sharing risk

aswcia2ed with pension

Employer bears ail d the risk
Limited portaMliry of beoefia
Cou of plan an fluavare
from year w year as a rewlt
of acwanai projecriore

- Employee bears risk of
outliving accumulated assets
and market returm
Dots eroe provide same
mo[ivatlon m contlnue service
as def~d benefio plan

-. pepends on plan des gn

"" Maine Unified Retlremene Rlao Task Force, Task FoFce Study and Redart Moue Swte Employee and T¢p~her
Un~ed Retirement Pion (March 2010).

"s According m Gabriel, ftceder, Smith &Company, the Federzeed plan's attvary, this is because individuals
In damned mnVibafion plans need m invest more consernacively as they grow older and accvmuh[e asses
to Mpnce beneli6. DCOned benMrt plans do not have m alter [heir irnesvnent mix over dme aM can
spread the risks of mornllry over [heir member INeumes.
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Porenlial Cosi Savings From Esm~shing a Second Tler Moy be Minimal in the Short-

Term

Because semi tiers gene2l(y apply only m new hires, cost savings may be

minimal in [he near term but grow in future years betause of employee Wmover.

This is bepuse the normal cost aid the continued amortization of the unfunded

Ila6ility (or the first tier must still be paid. Norretheless, as an ertimace of how

quickie savings could be achieved, about 20-25 percent of employees would be

inducted in the second t(er In five years i( San Jose s empbyee turnover in the

fun~re is the same as in recent hismry.

Allowing current employees Co opt inro the second tier maid further reduce

pension cosa. Opting-in could benefc current employees in xhe Iorm of lower
pension wncribudons — particularly if it had been nego[iared chat first-tier

employees would share in the tort of the unfunded liability. Under those

circumstances, employees mghc want the opNOn to Wke a lower fueure bm~t in
exchange for more income rrow.

Potendo7lmpoa an Con[nbutian Rates

Although a second tier would reduce pension coca, ie could have an adverse
impact m contributlon rates for remaining lint Ner members. This could occur
if the annual cost m pay down the unfunded lubiliry was .spread across a

diminishing number of employees. Ironically, the same thing happens with IayoHs.

Layoffs reduce the salary base, potenaaliy Increuing Me required wnvibutlon

rates (or the remaining employees: -

There is a High Cost to Se~FAdminister a Pension Plan

58

5¢If administering a pensan plan Is costly for local jurisdictions. San }os€ Is one of

only a handful of California cities that adminiscer their own pension system. The
ma~oriq of the state s titles and counties are members of CaIPERS.

In FY 2008-09 tfie corobi~red adminis[ative expenses of the Police and Fire and

Federated plans coaled above $S million, or about 2.6 percent of coral

contributlons. In canpariwn, the admiNStradve expenses of the Sacraments
County Employees' Retlrement System and the San Bernardino Employees'

Retirement Atmcia[ion were about 2.6 percent and 3.0 percent of mtai

contribuCions, respectively.

Compaatively, because CaIPER$ is able W spread its costs across aJarger pool of

pardcipanCS, the Ciq would have been charged about $1.4 million in
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administrative tees (or I percent of roWl contdbuaions) if It was a member of
CaIPERS.+•

CaIP~RS offers multiple benefit packages Gom which local govemmen[s can.
choose; the packages are generally compa261e to the Cites current benefit
svucture. Ca1PER5 oHear sepaare packages (or two ategories of employees:
public ufety and miscellanrous.

IF a <iry with an existlng pension plan opeed to join CafP~RS, they could either
transfer all of their active and retired members with ail prior servke mscs, or
Ganster all attive memhers going forward (wish rf~e city cantlnuing ro administer
the benefits kr mscs associated with pazt service). A city court aim tans(er just
one of the caCegorieY Of employees huh-na the other (e.g. a tlty maid opt m
have GaIPERS administer Iis pension plan for public saferyempioyees but wtWr
irs missellaneous employees).

.There are challenges associated with joining Ca~PERS and achieving potental cost
savings. including

70' fully achieve toss savings, Ue Retirement Boards would need m
transfer ail prior service tests Q.e, torts already cari~ed) m CaIPERS.
This would require a 273 majority vote of all retiremem plan members.
If all prior service msa were riot aansferred, and only a portion of
employees moved co CaIPERS, the Ciry would end up paying CaIPERS
administraUVe tees and incurcing its own expenses adminkteri~g the
prior service costs.

+ 6nployee and employer contribuxions would 6e set by CaIPEILS.~~

• The Cfry would rely on CaIPERS m invest plan assets.

• The City might he required eo continue to administer medical and
dental benefiu for some rime

• Upfront cosss of vansfeming prior service costs would be about
$300,000 ($25per member).

Pension Obligation

Pension Obligation Bonds (POB) are gxa6le bonds other California jurisdictlonx
hate issued ~o finance some or all of their unfunded liabilities. POes an lead to

~6 As annual con[ribo[ions are projetted m rise in Ne furore. administ2Gve (ees NM Ca1PER$ woub d~age
would rise Similariy,-u [he Qty's personnel wsa rise, Me Ciry's retirement plani adminisrra[Poe wsa -.
woWd also rise The differential between the CaIPERS ms4 and selbadminis[ering the plan would nary
accordngiy,

The conoatt wiN CaIPERS would ~wc tmpac[ the Ciq Charter manda~ed 89 convribuuon auo nor vhe
Clry or employee bargainigg groups ability tp r~egoNa[e wn[nbuuon rates wi~hin JYe Chaney parameteas.
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mst savings if Che interest paid on the POBs Is less than the me of return earned

on reNremenc fund assets.

The GFOA recommends that local governments use caution when issuing POBs

as they present risks.̂ e Principal among these is inveSGnenc risk (i.e. if the

- pension plan earns less than the interest paid on the POBs, then they become a.

nee cost m the issuer).

In May 2010, the Ciq Manager reported M the Council that Q) ii was impera~ive

- chat they understand the market risks of POBs and (2) they were not a viable mol

ro address fie FY 2016-i l budget deficit We agme with this assessment.

Moving Towards 5usta~nability

The Ciry has recognized that retirement reform is essential ro the long-term

su6taina6iliry and availabltlty of retirement benefits for Clry employees. in our

opinion, it is important that the City move aggresxively ro rein in pension costs

that threaten the subilrcy of the Geneal Fund and [he serWces is provides to the

residenu of $an Jose. It is importlnt m start somewhere, and it is important to

si2rt now.

Recommendation #3: We recommend the City Administration pursue

at least one or a combination of pension cos4containment strategies,

including:

a) Additional cost sharing between the City and employees

b) Eliminating the SupptemenCal Retirement BeneTit Reserves
(SRBRs) or at least prohibiting transfers in and distribution of,
"excess earnings" when the plans are underfunded

<) Negotiating with employee bvgaining groups for ckanges to
plan benefits for emsNng employees

d) Establishing a second Yier pension benefit for new employees

e) ConsideHng whether to Join the California Public Employees
Retirement System i~_order to reduce administrative casts

The Adminisrradon should work with ffie Office of Employee Relations

on potential meet-and-confer issues that such changes would present.

~8 For more In(orma6o4 ree [he GFOA's advisories "EvaluaGOn the Use of Pension Obiigauon Bonds Q997
and 2005) and "Need (or Considerable Caution in Regard w OPEB Bolls" (2007) available az
wmv gfaa.org A GFOA adWwry identifies specifc policies ard prowdures necenary N minimize a
governments exposure m pooential loss in wnneccion wrth iw fnancial management attivlues and should
not m be interpreted as GFOA soon"wnl~ the unde~iyirg aaiviry that gives rise w ahe exposure

GURZA000070



Additional'AcWarial Review of Changes Before Approval Should Ensure Complete
Understanding of Their Long-Term Impacts

The question of whae is acceptable and wha[ is affordable wlll require de Wiled
analysis. The GFOA advises dut benefit enhancements should be ac[uaruily
valued before they can he approved in order to ensure a complete undersranding
of their long-term rnan<lal impatts. We agree with this policy should be followed
for all benefit changes m existing plans, including optlons for second tiers.

DER is responsible for negotia[i~g on behalf of the Cicy with employee bargaining
unirs regarding wages a~ other tarns of employment C~rcenUy, OER conuaccs
with actuaries ro cost out empbyee benefits as necessary (e.g. during negotiations
with employee bargaining groups). However, QER does not currendy have an
ongoing budget for acNarial services Because of rising pensions costs and their
threat to the Geneal Fund, we believe that OER should have a dedicaced budget
for actuarial services so that it wn have avafia6le such services when the Ciry
begins negotiations with the bargaining units regarding retirement beneFla.

In our opinion, this type of expert advice will be critical ro ensure that the City is
(oily aware of the potenriai risks and liabifties such changes represent
Furr}~ertnore,- indepe~Ment review and aMice will help the Ciry and all
srak~ofders assess the poteneial impact of changes in actuarial azsumptions and
the susrainability of bene(It Changes. Thls will (acillWte the City Coundl, on behalf
of taxpayers, taking a more active role as the plan sponsor and guaronmr of the
Ciey s pension plans

Recommendation #4: To' obtain independent, expert advice on
pennon risks and IiabiliGes, the City Manager should propose an annual
ongoing budget for actuarial services.

Si
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Chapter 7 The City WiII Continue to
Face Considerable
Financial Risks From
Rising Pension Costs for
Years to Came

SUMMARY

There is a risk that even if the Ciry implements the previous recommendations,
pension cosu may still 6e unsustainable Because of the risks of rising pension
costs eo the Clry's financial and budgetary (ueure, we recommend that the
Retirement Services Departmenx proNde an annual report ro the City Council
that includes updates on ahe financial status of the plans. (oreusLt o~ pension
cores, and sensttivley analyses showing best and worst case sceryrios. Tha should
be a supplement m the City Manager's Budget Office's Five-Year Economic Forecost
aid Revenue Projections (w the Gerreral Futtd a~ Copitd Imprwemert[ Program. In
addition, the Retirement Serv~cei Deparnnent should ensure that each Clry
Councilmember receive both plans Comprehensive M~ual Flmncial Reports
(CAFRs).

The Clry can also improve i[s communications wWh flan members regarding die
plans pertormance and financial heahh. In add4ion co the CAPft, some local
governments prepare annual summary re~Ores which provide Flnancial and
attmrial data found in [he CAFlis in an easily accessible format We recommend
that the Retirement Services Department pmpare an annual summary report fq
be distributed to all plan members and posted on the Deparcment's wd~sire.

The City Council Should Re<eive Annual Updates on the Retlremem Plaa's
Performance, Impact of Reforms, and Forecasted Pension Cosa

There is a risk that even H the previous recommendations are implement,.
pension costs may still be unsustainable. As of June 30, 2009. she unfunded
liability of the plans calculated using the market value of assets topled $2"billion.
or about $I billion more than that using the actuarial value of assets. The fuWre
is alw unpredl<table, and lower than expected investment returns and rnher
outcomes differing from actuarial assumpxions could add co the unfunded liabilfry
as they did in the pau.
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Bemuse of the risks posed to the Ciry's finandal and budgetary future from risi~
pension Nsa, we believe rt is important that Council receive periodic updates on
the retirement systems pertormance so that they Qn take further attion as
nxeuary.

Beginning in 2010, the Retlremenc Services Department has provided a quarterly
imesvnent report of the pension systems to Me Ciq CounUl's Public Sa(eq.
Finance, and Strategic Support Committee. Additional reporting from the
Repirement Services Department m [he Council would build on that work m
ensure that Councilmembers are fully avrsre of the costs, risks, and performance
of she Ciry's retirement ryscems. The mncenu of such reporting stauld include
an update on the financial sp~us of the plans and forecasts of (uwre pension
costs, as well as a sensiNvky analyses showing ben and worst ase scermrios.

The Ciry's Budget Once prepares the FlvnYeor. Economic Forems[ and Revenue
Projections (or the Generol hnd and CaprtW. Improvement Program as part of cfie
yearly budge[ process.- This report includes information on projected pensloo
costs. Given she significance of the Cites pension systems, we believe that
supplemental and more detailed information from the Reeiremene Services
Department iz wuranted.

Recommen0ation #5: To ensure the Council is fully iMormed on ffie
retirement plans' performance, the impact of reforms, and pension
costs, the Retirement Services Department should:

I. Ensure that each City Councilmember receive both plans'
Comprehensive Annual Financial Report

2. Prpvide an annual report to the City Council thaC includes
updates on the financial states: of the plans, forecasts of
pension costs, and sensitivity analyses showing best and wont
case scenarios. This should be a supplement to the City
Manager's Budget OKce's Rve-Year Economic Forecart and
R¢venue Projections {or the General Fund and Capital
improvement Aogmm.

The City Cen Improve its Communication with P(an Members Regarding the Plans'
Performance and Financial Health

G~

The Ciq's Retirement Services wetuite conains both plans' CAFRs which wndin
a wealth of informatlon about the financial health of the plans, imestmmt returns,
and other information. The OER websice mnUins [he m6st recent aYUOr(a!
valuofions and other informatlon. Althou~ the CAFRs and the actuarial wiuofions
mnain much informafion on the retirement plans, it is not presented in a format
~hac is easily accessible to all plan members.
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In addition w rxommending chat bol oNiciais prepare and widely disffibute

their CAFRs, the Government Finance ONcers Assotiaelon also recommends

dirtributing summary information to all plan participanu. According to one such

report, the "gwl of the Summary Report is to provide an euy m read format

Nac allows members a~M others m quickly assess the Mancial staNS of the

redremenc system."

The summary reports include such data as:

Plan asrets and changes

Historinl daa such as funding raNOS, contribution rates, and plan

membership for the previous decade -

Asset albcarions

Information about curcent plan membership with average ages, years of

service. and other information of both active and cotired members

These reporrs are posted on the plans' websims and o(cen dixVib~ted by e-mall

or mail to acGVe and retirnd members,

Recommendation #6: 7o improve tammunicatfon and understanding

ofthe financial heaitlr of the retirement sysmms, the Retirement
Services Department should prepare an annual summary report

containing current and historical financial and actuarial inforcnation to

be tliseri6uted to all plan members and posted on the ReUremenC

Services DepartmenC website.
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Conclusion
Pension benefit increates had dramatic impacts on costs even before recent
market losses. Now, rising pension costs threaten the City's ability eo, mainpin
serviEe levels. As of June 30, 2009. [he City's esUmaced Ilabiliry for pension
beneflu Coaled. $5.4 billion—$2 billion of that (on a market value basis) was
unfurled. In addluon, the Ciry and i[s employees face a $1.4 billion unfunded
liability for OPEB benefirs. The Citys unfunded pension tlability has grown
drzma~cally in recent years, and the Ciry will wndnue to (ace mnsideable
financial risks from rising pension cosu for years to come. Undustanding how
we got m this place, identifying fie major cost drivers of the Gry~s pension pbns,
and assessing aleemaGVes for a susEainable (umre, are only Tint steps Wwards
solving the problem. Ai we said earlier, ie is important to do something about
rising pension costs, and it is important co start pow.

RECOMMENDATIONS

Recommendation #1: We recommend the Ciq Council explore prohibiting:

I. Pension benefit enhancemen¢ without voCer approv2l

2. RevoacUVe pension benefit enhancemenu chat create unfunded ImbiliGes

Recommendatlon It2: To ensure the reasonableness of the methods and assumptlons used in the
reuremenc plans' acwarial vaWations, we rewmmend chat the Ciry Coundl amend [he Municipal
Code m require an actuarial audit of such valuations every Ove years if Me aceuary mnducGng the
valuation has not changed In that Ume,

Recommendation #3: We recommend the City Adminiscradon pursue at least ane or a
combination of pension coSOwntainment sGaoegies, including:

• Additional cost sharing between the City and employees

• Eliminatlng the SupplemenW Retirement Benefit Reserves (SRBRx) or at least
prohibiting transfers In and disMbution of "excess earnings" whrn Me plans are
underfunded

NegotUting with employee bargaining groups for changes m plan ber~fiu for existing
'employees

Establishing a second tier pension benefie for new employees

• Considering whether m join the California Public Employees RetiremenC System in
order to reduce adminhtative costs

The Adminisvation should work with the Once of Employee Relations on potential meeo-and-
confer issices chat such Changes would present
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Recommendation #4: To ensure Utac pension cost pro)eccbns for negotiations with employee
bargaining groups are ac[uarialfy sound, the Adminis[allon should provide the ORice of Employee
Relarions an ongoing budge for acWarial services

Recommendation #5: To enwre Me Council is Nlly Informed on the reUremene plans
performance, the impact of reforms, and pension cosu, the Retirement Services Department
should;

I. Ensure that each City Councilmember receive both plans' Comprehensive Annual
Fifrancul R¢port

2. Provide an annual report m the City Council that includes updates bn the Tnancial
status of the pMns, torecazcc of pension <osCt, and sensitnity analyses showing best
and worst mse scenarios. This should be a supplement m the City Managers Budget
Office's Five-Year Ewnomic Forecast and Revenue Projections for the GrnerW Fund aM
Copltal Improvement Program.

Hecommendatlon #b: To improve communication and undersgadi~ o(the flna~iciaf health of the
retirement systems, the Retlrement Services Department should prepare an ann~ni summary
report containing current and hismrital financial and attuarial inforrnation co be d)stribueed ro al(

.plan member and posted en [he RetiremenE Services Deparpnent website.
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s~JosE
cnrrm~ of siucaa vnu.cv

TO: SHARON ERICKSON
CTl'Y AUDITOR

SUBd~CT: RESPONSE TO 1'I3G AUDTT OF
"PENSION SUSTAINABILI7'Y"

Memorandum
I~'ROM: Alex Guaa

DA7'G: ~ October 6, 2010

Approved Date
Io~~G

The Adminis[cation has reviewed the audit of the sustainability of the City's pension systems and
is in general agreement with the recommendations identified in Ike iepprt.

Public agencies throughout the state are experiencing simile[ dramalic increases in costs for
retirement benefits. The City and employees have experienced a significant increase in
contributions from Fiscal Yeer 2009-2010 to Fis~1 Yenr 2010-2011. (3ivcn recent actuarial
reports, the City expects contribution rates to rise dramatically iu the upwming yrars It is
projected that the City's contribution rates will be approx'unatety 45%for tfic Federated Cily
Employees' Retirement Sysfcm and approximately 75Yo for tl~e Police and Fire Depazimeni
Retirement Platt by Fiscal Rear 2014-2015.

There will be signiFtcant focus on cMiremenl refoem efforts in Fiscal year 2010-201 L To initiate
this effoit, the City has reconvened-the Ger~cral Fund Structural Deficit Elimination Stakeholder
Group in order for stakefioldets to have input on the goals for retirement cePorm. In addition, the
stakeholder process will provide en opportunity for education on wlry retirement reform is
necessary. The reconvening will commence on September 29, 2070, and the work completed by
the Stakehotdu Group will be reported to Council in November 2010.

In additioq these is a balbt measure included in the November2010, election t(~a[ ifpas~d
would allow Uie City Council to adopt an ordinance to euciude fuNre City officers and
employees from any existing retirement plans or benefits and to esteblish eet¢ement plans for
fuNrc employees [hat do not provide for the current minimum requirements in Ute Ltity Charter.

In January 2011, the CiTy will be entering into nego[ialions with virtually all the City's
bargaining units. T'he infonnafion provided in the audit report will be infounation considered by-
Ute Council when providing direction to the Cl[y Manager regarding retirement reform,
Discussions regarding retirement refoem may include the audit recommendations such as second
tier pension benefit for new employees, increasing retirement age, the calculation of the pension
befit and additional cost sharing betvreen [k~e City and anployees,
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StiAAON ERICKSON
Ocrobor6, 20ID
Subj«h. Rerponac le tha Audit of Pension Surteinabilily
Pegc2of]

The City Maaager's Office~thanks the Cily Auditor's Office for ifs comprehensive and
infom~ative review of the City's pension systems ritat will serve as another source of valuable
information for the City's retirement mfomiellorts.

~~
Alex l3vzza
Director of Employee Relations

For additional information on Utk repoH, conertc! Alec Gurza,
DirectorofEmploy¢e Relations, at 535-8150.
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LABOR UNIONS' PROPOSAL OF JUNE 18, 201q
y~G

:TIGLE 5 WAGES AND SPECIAL PAY ,n ~ t ,Q

5.1.2 ADDITIONAL ftETIREMEN7 CONTR18UTION ~ "'l~ ~~g~
v~

Effective June 27, 2010 through June 28, 2041, all employees will make additional retirement contributlons in
en amount equivalent to 10%.of total oompensatlon effective June 27, 2010. The amounts so contributed will
6e applied to subsidize and tFius reduce the prior service contributions thaCthe City would othervvise 6e
required to make. The patlies spetiFiraliy understand that this agreement neither attars ~wr conflicts with the.
City Chertor Section 1505 (c) because underihis agreement, employees wilt be subsidizing the City's Sectlon
1505 (c) required contributlon. This employee retirement cooVibution is in addition to and apart from the
employee retirement contribution rates eshabtished~and approved bythe Federeted City Employees' -
Retirement System Board. This addldonai emptoyae contributlon shall be reduced by half (50%} eHecdve the
IIrst payroll period for Fiscal Year 2012.

Any podion of Ehe 10°/ total compensation figure not required to reduce prior service conMButions shall 6e
applied to subsldlze and thus reduce the City's contribution for retlree medical benAltts, proVded however, that
theseaddltionel conhibutions made by employees to offset the City's contribution Ear retiree medical benefits

.shall nohaffect the estabNShment of retiree heailh care contribution rates by the Federated Clty Employees'
Retirement System Board: ~..

In the event these additlonei employee refirement medical contributions are not implemented for any reason by
September 1, 2010, or are ceased for any reason, no addifional employee retirement medical coniributlons
shaA be required and the parties sheik immediatelyreopen far the purpose of determining how fhe equivalent
-mount of effective total compensagon will be achieved, If the parties do not reach an agreement after two _
;gotiatio~ sessions or after negotiating for at leasf four hours, the union agrees the Cdy c2n implement the

following:

"7he equivalent amount as a percentage of total compensation wi11 6e taken as a temporary tiaso pay
- reduction with retroactive deductions taken as tlescribed above. (The-equivalent pay % of (ofal

compensation may Ue dlFferent foreech bargaining g~oup.J

In the event that the additipna~ employee reG[ement and retirement medical contrlbutlons are not Implemented
by Juo~ 27, 2010, the additional employee contribution w81 Increase on o pro-rata basis over the remaining
fiscal year pay periods to make up for the missed wntriputions. For example, if the additional contributions do
not begin for Hie ftrst four pay periods iofiscal Year 2011: (he employee conVibutionsfor each of the
subsequenF rein2lNng twenty,-two pay periods of the fiscal year wilt be recalculated to provide for 100%o(the _
total gnmpensatlan reduction In effect _

In order to implement this provision, the City maybe required to amend the Federated City 6mpioyees'
fteGrement System by adopting an ordinance amending the San Jose Mu~icipat Code. -
These conhjpuGons shell be treated in the same manner as any other employee contributions. Accordingly,
these additional employee confribuflons will be made on a pro-tax basis through payrail deductions pursuant to
IRS Cade Section 414(h)(2) and will bo subject to withdrawal, return and redeposit In the same manner as any
other employee cdn&ibuUooa

Part-time employees not in the Citys retirement system will receive a base pay reductlon eRective June 27,
2010 equivalent to the effective iota! compensation reduction provided herein.
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OE3 iniCial Proposal to the City of San Jose
May17, 2010

In order to assist the Gty of San lase with their current flnanGal issues the Operating Engl~ers proposes the

lollowing in ordEr to reach [he 10 %conces5lon fatget.

Term: 2 years -July 1, 2010 -July i, 2072

Year 1

EmployeM will makeaSY tax defpeied wntrlbutionin attorda~e with 434(h)(2~. ofthe lntemaLRevenue5ervicu

Code.m the Federzted Retlrement FUnd. This contrl6upon is Intended moffsetgty contribuflons on behalf of the

employee. (eatimaced saving including ac[usri511y assumed contdbuttbn increases7.5%)

Maintain the <urrenc pay rotes of all employees.

EIIminate afi part tlme employees wi;hN the elaisflcatloni coveted 6y earyaininy Unit 61(ES[imafed s$vings 3%~ ..

Cwtimie5cepincrease freeie. (EStlmated savings l%J -

AIIOMer q~wlsiori ofYhe coilective bargaining agreement,~emaln In efhc(.

Year2

Conflnue 5%emploY~e taz deferred cdnMbutlon to the Federated ftetimmeti[`FUOd. (esHmaC2d:saNngs 7.5%}

Sunrets Jvly 1, 2032.

No rehire of part time employees. (estimated savings 3%J

S(ep increases unfrozen January 1,20;1. (estimated savings o.s%~ -

All new hires aker Jvly1, 2011 wlllhe enrolled in z'VOlun~ary 8enefits~Auopiatlon(VEOA)..

Atlotherpmvislonx oPthe coilecgve bargainingagreemenCmrtalnln effect

Na full time permanent empidVee lay o$c fiir 4he term of the agreement

Year 3 savings 1].5%

Yeaf 2 savings 73q
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OE 3's- Last, Best and Final Offer to City o{ San Jose

June 11, 2010

' HEALTHCARE - -
EffectiveJuly 1, 2010; co-Rays for all HMO plans shall be as followr.

a. Office Yis~t co-pays shall be increased to $25,P0

b. - Prescription to-pay shall be ir¢reased 10 $10 for generic and $25 for brand

name
c. Emergenry Room Co-payshall be increased to $100

Q. lnpatient/OUtpatien4 procedure shall 6e increased to$100

Payment- In-lieu of Health and Dental Insurance

°EffectiJe June 27, 2010, employees who quality for and participate hi the paymenri in-

lieu of health and/or dental insurance proy~m will receive the following »er pay period:

- Health-ln-Lieu Dental-In-Lieu

if eNglbie forfamily coveage - $221.84 '$19.95.

,If not eligible forfamily coverage $59.09 $19.95

ACiry employee who receiveshealthcare[overage asa dependent ofanothertity

- employee or retime shall be deemed not etfgi6leforfamily mverege. -

- AdditionatRe[irement COntributlon ~ ~~

qE 3 agrees to making an additional pension contribution of 7.5Yo for 2 years:

The City would reduce Its contribufton io tNe Federated Retirement System 6ya

commensurate amo~rt and save millions of dollars each Year.

Strengthening the Retirement 5ystemi

The parties agree that tjey sha{I parekipate, on an equal basis with all other bargaining units

In their respec[IVe Retire 3ysMmt, in a j9int labor, management study regarding retirement

beneFlts and the ncedto make changes in such beneptts for prospec[i've employees.

The labor managemenCstudy shall issue s report on possi4le change By no later Chao A~rii 1,

2011. Theme Memorandum of Agreement shalF then reopen for negotiations over

retirement benefits fog prospective employees. The provisions ofthe no-strike clause of

MOA3h2116e suspended as applied to these negotiations. - .
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~ 2011 City of San lose - 4E 3 Negotiations

OE 3 Proposal -Term of Contract and Eompensatlon

The intent of this proposal IS to make the 5% one-time and~5% the ongaing Additional
Retirement COntribution~frertt Locaf 3's 2010-2011 MOA ongoing fora <btai of 10W ongoing
mmpensadon concession.

Operating Engineers Local 3 proposes the Pollnwing; - _ ~ -

• The vacation accrual rate shat) be reduced by twa (2) hours per pay period during
[he term of this con[ract., (approzlmately 3% saNngs)
For the term of thlscontract, all Local3 represenEed employees will work a 38 hour
work week. The 2~hours may be banked and may be taken In &hour Increments with
supervisor approval and wltl have mlNmal Impact on service delivery. (approximately _
5%savings)
The 5% tlngoing Additional Retirement Contribution shall be reduced to 2Wo fnr the

- - term of this contact: {2~lo savings), The one time 5°h Additional Retirement ,
cOntrlbutlomwlli be eliminated,

. The salary step reduction wilt. cease for the term of th(s wntract

Tha term of this Contract_- 2 years, ]uly i, 203k-June 30, 2013

The 10^h Total Compensation Proposal is one component of Lpcal 3's package proposaland
will be taken in Its entirety to the Membership riddressing ail outstandlrg Issues.

Should any Clty employee bargaining uniC, represented or unrepresented not provide the
10% total compensation, as directed by City'.of San lose Gty COUnd ; thesemelower
compensatlon concession, in any farm or manner, will be apglied to Local 3 bargaining unit..

Local 3 reserves the right to modify, edit or amend proposals duringthe couise of negotiations
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Union package Proposal #1
'. March 24, 2011

. - Term: )uly i, 2011 to ]une 30, 2013

Compensation: - ~ Maintain current hase pay
reduction of3.35%

5%additional retirement
contribution calculated FY 09/10
base pay

- Reopener should any other bargaining group
concedesiess 10

Health Care Cost Sharing:
~

S5J15 and-City to offer OE 3
- - ~ Medical Plans to OE 3 represented

employees

Healtfl and Dental in Lieu: -Agree to City Proposal -

Health care Dual Coverage: Rgree to-City Proposal

- ~ Certificate Pay: UNgn Proposa4-

_ Hpllday Pay: . Union~Prgposai

Arbitration Costs: Un(on Proposal and cosYS
associated with Arbitration be
shared equally by Union and City

- Safety: Union Proposal - -

Documented Oral Counseling: Union Proposal

Local 3 reserves the right to modify, edit or amend proposals during
the course of negotiations

GURZA000085 -



EXHIBIT 4



~yG'

...w- .,~ ~I/H//0

,~$~fP~TCFY~YttYBM~ i~~~~~' ; ~~A➢#~fQT~~[I~1 
%oft

~1PtfY~tt~ `~~,;" ~ ~rYkter~
~~o

local Union No. 332

2725 fANOAS GARDEN AVENUE, SUITE lOD 
..

$AN 10.5E, CAIIFORMA 95725 -

tJ3YC:.M3y 14, 201 
7~elephone: (4U8) 469-A.33p

Fax: ~408~979~550~.

To: 7enni~r Sekuznbri

From: Sal Ventuea and IBEW332 Negotiating Teazn

Re: IBI'sW 332 Contract Proposal

Our-membus have hexed the public outcry to protect city services and our proposal is designe
d

eo do just that. 1BEV✓'s 80 members are committed to help protect city services for San 
Jose

residents and protect the employees wiro deliver those services. The IBEW proposal of 5571.645

theusand per year ezceedr the CnunciPs 10% GenernC Fund savings tazget of $44
1,390

t6ousarid dollars.

Oux Retirexaent.5}rsfem 5tabUity Proposal accomplishes four key goals:

. 1. An additional 7.5% of our mamba's 6zse pay will come off our checks acid go into the

federated ~etiremen[. fund. 17us additional Yetircment conhibutiori will place a higha~

financial burden on our members to fund our retirement:

Z. The City would reduce its retirement conVi6ution for our members by a commanswa
te

7.5%, generating substantial on-going genrsal fund saviups Yor mulfiple yeazs.

3. Zero wage increases will: generate. additional savings far tha City, in pension cos
ts.

• Because the Federated cetixement sysiam assumes our membe[s will receive e 4.25°h

raise pee year, multiple years of zero wage increases will reduce the city eont~ibudon9

necessary to food the pension system

4. because our proposal spans the cou[se of two years, the City W411 xealize ongoing savinp~

foe this fiscal year and the following fiscal year. This is a prudent, Long-ter
m £scat

strategy for the City. ~ _

Bffectivc luiy 1, 2070, all unit employeeswill contzibute 7.5%a of base pay towards 
prior secviee

reticnnent costs. This payment will 6e made on a pre-tax basis duough payroll ded
uction

pursuant to II2S Code Section 414(h)(2). This contribution stall be credited ro
 en~ employee's

.individual account for purposes of refunds, where such rofuncls are required or
 permitted under

[he Plan to be given to an employee. This congibution shall terminate effective June 30, 2012.

,,'..,,
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.Page t
i ~ I$EW 332 ContractPioposal

The City would reduce itsrequired cetuerAent contribution rate.by acommenswate 7.5°!o focn11
unit employees for the term outlined above. ~ -

As was directeA by the City Councili¢~adop6on of the Match Budget Message Poc Fiscal Yesr .
2010-201 i; "To the e~[t possible, concessions. from non-sworn. bugainipg uni4s should
-pcimazIly be used to save non-swoon positions, and savings .from the ~gworn~bazgaining units
should be piimazify be used to save sworn positions."~

As such, the City will utilize fhe savings genuated from the pmposal above to follow, not just
tkie 7etcer of the direction liven by Council, but the spirit of the direction given by the council
and utilize these savings to save jobs within the IBEW bargaining unit,

Loea1332 ceservrs tlic right b add ta, modify, oc delete proposal during regouu[ions.

~ Mareh Budget Ntrssage far Fiscal Year 2010-2011, Mazch 12, 2010. Fade 7,

SV:jamd9peiutl29/a0-cio
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SAN JOSE POLICE
OFFICERS' ASSOCIATION

1157 Nodh fwrth Street •San Jose. CaOfanla 95712
Telephone 408-29&7133 • Facslmilo 4tl8-2483151 • E-Mail@s)poa.com

Mayl7, 2010 ~,ea

qb Mxw9er

MAY 2 0.2010
(ilex Cnuza
Director ofEmployee RelaSons om~.m
CityofSan Jose

~rwreoaewn.~:

200 E Santa Clan Street ~ ~ -
San Jose, CA 95l t3

_ Re: San .lose Police Officers'Association (SdPOA)Package Proposal No.'Itvo

- Dear Alex:

-. ~ We zre in ceeeeptof }rocs letters dated Ntay 5, uxi May 7, 2010. VJe appreciate the City's corniuued
- ~ willingness to engage with S7POfi acwe see&to kedueecdafs and alleoi5tetrie City'sailing~fit~sncial-

condilion ina way that both preserves the greatest munber oFpolice officerjobs'tq protect the citvsns
of San Jose, and avoids cuts in other City services. Ourtask is a otiallengingone -

. ~ To recap, SJPOA believes that its proposal as presented, v~bslly, on Apri12G, 20 (0 and clarified on
May 4, 2010, was amajor concessibnand went a long way (if noC all the vmy the Ciry wantecn
towazds helping ttie City address its budgetdifficulties. Under the proposal, we estimate t~et i7ie
Ciry's police officers would be sacrificing well in eacccss of $7 million in fiscal year2010-1I.

Dwing oar meeting of May B, 2010, Uie Citymade a countetproposaL UnS'mtumhtely, that proposal
gave little iFany ~nund from the City's prior packaged proposal—and we are gravely concerned
about the City's unwill'vigiess to move at all firm tt~ erli6eial "14% total compeasatio~ redtxAOn"
goali[ has demanded from the outset of ffiese negotiations.

`No[witHstanding these conceems, and the merits o£our April26lMay4proposal, SJPOA would likero
discuss with the Ciry an alternative proposal Substantively, it vroutd ivn along tlxse ge~e~al tires,
withihe spxifiesrobe hammered out at the table:

❑ The length of the contract would he for two years; -

❑ There would be no wage uicrcases; -

❑ 17ie City would a~ee to abide by the provisions of the Public Safety Officers'
Procedural Bill of Rights AM (x"no-cost°item);

- ❑ TLe promo5onal "rule of fen (10)" Gvould change to a"rule of five (S)" (agave, at no host to
tt~e Cit3');
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Alez Guna -
May 17, 2010

S.n?OA.-represented employees would make the following contwaclnally agreed additional.
member retir~mentconfribuRore

o Ntembexs would cugiribute—prata~c—Lve percent (S%) of their base pay which
-. would be hansferred to toe Police & ktire Ketfrement S~ste~n, as an additional

- .member wnmbufionlo prior service Teticeme~rc costs. Webetieve that this would
pemrit the City m reduce its cetieement costaby the-seine mnount—thereby realizu}g
savinggof$7.90.9 million nervcar to the City fortwo veats.

o Addifional ~avi~Mthe City ofaoprozimatcly $2.G25 million oer veaC ere reaped
&rim the U%salary proposal, because the Police & Fice B~iremont S~st~nasswne a

.4.25%annual salary increase. _

_ o The addifional retiremenf contribufion would "sunset' on June 30, 2012.

. ~ ❑ Fi~ially, there vmuld be no layoffs to the bazgaining unit for tfie <haation ~oPilie corikact (as
noted in our May 4, 20101etter, betweenun&Iled posifions and expected retueii~eNs, iry
August l; 2010, we axpectihe Cityto be operating with appioxicnately I00 fewer police
officer positions, wiilt an oneoin¢ cost savmes to We Citv of $IS mi11i0n uervrnrl.

over rts twb-year term. '11us would be money coming dicecUy out of iha pockets oPour members,
who arc themselves struggling, like many in these ditTicult economic tm~es, to provide fox tlieir
families, iu order to help the City. ~. _ - - ~ ~~

We aicov[age the City~Councilto give strong consideralion to rlus proposal. Weare available to°meet
tllis week to discuss it in more detail.

- .. Sixir~;tely,

1"'~~~i

GPARGE BPlaTTiH -
President

GB

cc: Deanna Sazrtana, DepuTy City Manager
Aracely Rodi9guez, Senior Facecufive Analyst
Dave Cavaltaro, Deputy Chief, San Jose Police Departrnent

•~>o
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SAN JOSE POLICE
OFFICERS' ASSOCIATION

- i 151 North Fourth 5haet • San Jose. Cdlforalp 95112
Teiephone 408-298-1733 • Facslmlle 40&298-3157 ~ E-Mall@s)poa.com

dune 21, 2010

'VIA U+' MAIL AND U. S. &fAII,

Alex C3uaa
Director of Employee Relations
City of San Tose
?AU E.Santa Claza Street
San Jose, CA 95113

RL+: S7POA'a Concessionary Propos~I Dated 6-21-1D

Dear Alex:

I am writing to inform yqu that the offee the City Tejected ikom Sen dose Podce OffieCis'
Association's proposal, miule On Friday, Tune t8 has b'ecn modifiedto a ont (1)—yeaztemi.
The Ciry's rejec8on on June 18 of our proposal wns based, asyou e~cplained, on the fact tUat the
proposal includes atwo (2)—yeaz teem, rnthu than a one (I) —yew berm, of duration. Wehave
decided Lo accept your proposal to have the ona'(L) —yeaz term. We hope nowYLa[ We have a
a~i.

Aside from the onc~year team, onr proposal made the following wncessions:

(I) No wage inaeeases
(2) SJPOA 6azgaining unit memluia would contribute, prFtsc, 5.25%, per aumtm, of

then base pay wtuch wwtd be transfeaed to the Police and Pee Aelirement Sysmm
as an~additionel member conh'ibulian to prior service reliremeut costs. (This
prOV651on would swiset with the expkatlon oPtheMOU in 2011.)

{3) Healthcare Co-pay

Bffcetive Suly 1, 20LQ co-pays fo5 atl available HMD pleas sHell be as follows:

• a Office Vssit Co-pay shutl be increased to $25

' I.anguego tfiat avo(d effect iht implementation afsueh ive~eaud rotiromcnt convibwions waa discussed in [hwry
by the Ci(y aM tAC POA, and POA General Cuimscl John TeMant addressed cancems you raised (I) rite the
Iege4ty ofNc detivetipns and (2) as w whether [he amouMa would be rtccuratc kom tM1e Aeliremu4 DoeiN actuary's
point afview. Mn Tennem in pmvMing you vo6er aopartte cowv wi[M1 theprecYSe language discussetl which
adAressu Yuvr cmwcr~.
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From: Randy Sekany [presltlent@sjff.org)
Sent Tuesday, June 08, 20108;18 AM
To: Gutza, Alox
Subject New Proposal fiom Unions

Attacfiments; coalltlon ietter6-S.pdF, AODITIONALGNEBACKS(7)(i].ptlf

us
WdliUon kUCr ADp1TI0NAlGNE9
6A.pdf (521 ... AfKS(1)[1}p4L.. -

Good morning Alen,

Please fins attached a covor letter and new propoaal from the coalition or soven bargain[ng groups. Please be
advised that an original copy will be sent to you and because of the time sensitivlfy of the budget process
these documents wail also be sent eledronicalty to the Mayor and City Council.

Thank you,

Randy

-Randy Sekany, president -
San Jose Fire Fghters IAFF Loca1230
4th District Vice President
Califomla protessiona~ Frefighters•-

Privileged And Confitlential Communication. -
Thiselectronic transmission, antl any documents aNached hereto, (a) are protected by the Electronic
ComroUnicalions Privacy Act (18 USC §§ 2510.2521), (b) may contain coM'idential and/or legally privilogod-
informalian, and (c) are for the sole use of the intended reciplenl named above. If you have roceived this
electronic message in error, please notify the sender and deloto the electronic message. Any disGosure,
copying, disUi6ution, or use of th¢ contents of the information received in error is siricUy pmhihited.
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June 9, ZO70

!ilex Gwza
200 Cast Santa Clara Street
San Jose, CA 95113

RE: Saving GiTy Services
Add9UOna1 CoaliCion Concessions

Uear Mr. Gurea,

Attacfied to this letter is a list of additional rostsaving concess[m~s our
coaliCion ofseven unions are making in an effort co save as many services and
jabs from our respective un[ons as possible.

Our increased concessions are in [he spirit of the recent Mercury News
edimrlat that stated:

"We hope Reed can get city aid unionnegotlators ro the table fm' a
ftnal push [o help save hmidreds of jobs —and the critical public
services those workers represent"

Our additional concessions will increase what our members pay for health
care, reduce compensation for health in-lieu and begin a rime certain dialogue,
with a contract opener on re[Lrement ben efits for prospective employees.

We understand tliat you have been unable to do anyC7iing other than follow
the current City Council directlon. It is our hope that by presentlng these
concessions thatyou will seek new direc[ionso thatyou will be able to work
with us to collectively save city services and [he jobs that supportthose
services.

Respectively, .

SJPOA , SJCF-Loca1230, AHA, CAMP,ABMEI, AMSP, IBGW
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SJPDA, SJFP-6oca1230, AGA, CAMP, ABMGI, AMSP, IBEW
ADDITIONAL CONCESS[ONSTO SAVE CITY SERVICES

June 9, 2010

Iloaitncarc Cbnceasions
All bargaining units in aurconlition xrould agree m:
6ffa[ive Suly 1, 20L0, co-pays for ell evnilnbla NMO phna shall be ea follows:
sA~ce VieitCo-nay sha176eirereasedb S25
b. Prescription Co-➢ay shall be incmesetl m $10 for generic and $25 for brand name
c. 8mc~gamy Awm Co-pay sFe~i be baxesrA to 5 ~ 00
d.In➢~ontlOUlpatiant pr000dure Co-pay shall be incroascd to d I~0

Paymwt lmLieu 4f'Nea(lh and Denmllnsuror~ce
6mpiaycca wM queliy for and patticipah in thopnymont-io-lieu of hcaiW eod/ordmml insurance
pmp{am will rcoeive fitly peram (SO°h) afNe City'e conhibuGon lownrd Gieir Leai[h enNerdonfe~
innvmocc et the lowest last single or family plan if Nc employcc u eligible fnr fimity covorege. l'6e Cily
will rete{n the remeinmg f~ityperccnt (50%) o(thet wntrtbution.

Lticetivo lone 27, 2010, amployeea wiw qualify (or mid participate in tim peymdnbiu-lieu nfAwith and/or
demel insurflnce program will roceiv~ tha following pe payperiod:
IicalthlrvLicu Drn~el In-Lieu
7Peligi6le for family mvemgr. S22L84 SI9.95
If NOT eligible fnr ffimily coverage: S89.o9 $19.95

A City. employee who receives healthcare coverage as e d<pcodeot of ano0ier City
employee or reriree shnl(be deemednm eligible for family wverage. -

Additional Re4remont ConMbutlm
SJI'OA and S7FF-LOCeI 270 would agree W making au addiROmi ponsiou conUibufion of S%for
two-yee~y ~ described in our previous offer.

ABA, CAMP, AIiMEI, AMSP, IBeW would agee to making an additional pension contribution
of 7 5>/ for lwo-ycare as deacribGl in our prevjous offs.

Tire City would reduce its contribution [o tfic respective retiamenf systems by a commevsuratc
amwnt and save millions ofdollees each year.

StreneH~enine ReHremont &vstems
The parties agree fiat tLey shall participate, on xn equal basis with all oNa bargaining uni~a in
(heir respective Retueme~ Systems, ~in ajoint labor-management sNdy regrading reliroment

UeneFils and f6e nxd to make chaogos in such 6en~~ foi prospective anptoyecs.

This labor-manngement eludy shall issue a report on possible chenga by no later than April 1,
201 t. The Memorandum of Understanding shall then ~copen (or negutlaGuns over rdvcmrnt
bents (or prospecfive employees. The provisions of We m-strike clause affl~e MOU shall be
suspended as applied ro these negoGa(rons.
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k3E(;LN~O
a~ ia, aoio ydti ,jase Cnty Cletk

Hoaorabk Mayor aad City Council 2010 JUN I 1 P YL~ 5 3

-. Ciry oFSan7ase
200 Eas[ Santa plaza Street
San Jose, CA 95113 - - ~ -

RE: RaliScafioa Votes as Per City Conncit Direction

Deer Meyor eud Cou~icil; ~ - -

- Weappceciute the wisdom wd decency.o£i}u City Council majodly tLat votedm allmr~ouc

uuion9 ofewmaro hows to work with City siafl'on meetin~Fhe (D%total compensefionproposal _

we offemd on'L~esday Tune I5.

Yesterday, lime 16, 2010 our coalition met with Alex Gucya to "discuss'the anached lavguago

thatwas presented to our respective membuslups this rooming for rabSwtiim. Since U~ere was

no rePRSentarion from the 6ffico of the City Attorney at ou meeting witL Mr. Guraa yesterday, if
is our hopo that this langunge was reviewed by We City Attorney since Mr. Cnuza raised

- numerous "leg$P' issues dwiug the Tune 15 City Counpt Meeting. ~ _

~. Lech of tLc unions listed below~prescuted our 10% W W compenSaHon pco~osei to tLeir rospeorive

mem6c~slups this moxuing and each of the viviersignedunioas have approved t2~ aUached

-~ langnaEe wliicli reduces oue members total compensationby 10%. -

We respeMfiilly ask that those-on the City Council tLat demons6ated Feaderslup eirlierUus week

willouce again take a teaderslup rate and approve our proposal. It is time to goton with the

4usinesa of delivering gnalitycity services m our residents and businesses.

1Y*sme •Johw ' ~'1I4n~~er~t-
~WW~

A Authorized Sig~iadna

Name Ttlm Lgfl~m

:ccr+-
ADMEI A¢thoriud Signature -

x~, nnr d ,vi rCfir~,6

CA AutLorizeil Sig to

xpm~ ate L. 17 a.

i
A SP AuUmrize i ne[iue

Nazne

~t vim. ~.-_.:.
- 1B$W AuWocized Sigueturc

Name ~ Marc. f

OH3 Au~o[i~ed S
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l?ECENED
Sari ,1nse Gry Clerk • .,

j ARTICLES -WAGES AND SPECIAL PAY ~ ~ ~ ZOIO JUN I~. P IZ~ -S3

6.12 AODITfONAl t2ETIREMENT CONTRIBUTION

ENeciive June 27, 2010 through June 26; 201 ?, alt employees wil4 make additional retirement conUf64Gons In
-an amount equivalent to 1Q% a(total compensation effective June 27,'L010. The;amounts so contributed will - _
pe applied to reduce ihe:contdbutinnsthet the City would otherwise be required to make. This erry~loyeo
retfrement conUibuUOn is in addition to tNe employee teUremen(contributlon rates thot have keen approved;by_ __
the Federated City Employees' ReNremontSystem Boarii. This additional employee conhibu4lod shall ba
reduced by half (50%# off~ctive the first payroll perlod.for Fiscal Year 20ti2.. - . .

Nate: AddiFionel conUiputions made by employees do not affect the reflree heal(hca~e7ates.

Yhesa conMbutlons shelf be trezfed In the same manner as any othor omptoyee canMbuNons. Accordingly; ; ~ I-
these addRional employee conhibutions will be.made an a pre-tax basis through payroll deductions pursuant to
IRS~COde-Section 414(h)(Z) and wifl be subjectlo Withdrawal, mWrn and redeposit In the same manlier as any
otheYSmpto9ee wntributians. - - i

In the evont thafthe atlditional employee contributions are not implemented by Juno 27, 2010;~Ihe additlonaf
employee cbntribuFlon Will Increase on apro-rata tiasis aver the remaining fiscal year pay periods to make up
Sorihe missed cunGlbutions. - - - -

Forexample,If the additional contribuFlons do not begin f6r the first four pay periods in Fiscal Yea~2011,,the - i
employeo contriBUtions for eaGi of the subsequent rerpalning twenty-two. pay peYiodg of the fiscal yoar wiil~he i

- recaiwiated fo {~rovlde for t00% of the total.compensatton reduction in effect. -

The parties undeesFand.that Irc orclor to Implement this provisibn, an amendment may be required to the
Federeted City ~mpioyees' Retirement System requir~ng'an ordlnenco amend(ng ttie San Jose Munidpal
Code.. .. _ - -

Inthe event these addltlonai employee rettremenf contritiuHbns arenot implemented for anyreason lay
September 1; 2010, or are ceased for any reason, rto edditlonal employes conhibUtions sfiall be required end

~- the paftles shall immedia{ely reapon for Iho purpose of deteontning htlW the equivalent amount of effective - -
total compensation will be achieved.

Part-ttme employees not in the Qlty's retirement system wIA rece(ve a base pay reduction effective June 27,
2010 equivalent to the effeclivo total compensation rt.ductida provided fierein. ~ -

~ ~ -.
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CITY COUNCIL AGENDA

June 17, 2010

Special Joint City Council/
Redevelopment Agency Meeting

City Council Agenda I[ems 1 through 5
City's-L,ast Best and Final 011ers

AEA AMSP, CAMP, IBEW, and OE#3

http://sanjase granicuscom/MediePlaver.ohp?view id=22&clip id=4370.

Chcisrophcr Platten tes onding to question posed by Vice Mayor~udv Chirco.

Vite Mayox Chixca Yes I'd like m aak Chvstophcx Ptatcen if he would come down. This is
peobably a question t1~aPs just rhetorical buause we re 2t the point we're at.

latxen: Thuile you Vice Mayor. Councilmembers, Christopher Platen?

Councdmembei: Waix a minare — I think counciLnembec had a question for you — a
speciEcquestion.

Vice Mayne Chaco: Yeah I was going to say I'd lilce to asl< the qucsdon.

Flatten: Just idenlifyiug myself for the record.

Couneilmembee: 'Thank you.

Plattcn: Thank you.

ice Mayor Chieco: Were yon awue that this could possibly ceeate a problem with the CSty
Chaztel?

Flatten. I was aware of the Charter, I believe tl~at there is not a problem and if I'm
pecmieted ro Pll address the questions that have been eaised heee today as well as the comments
Eeom [he CoundL

Viee Mayor Chirco: Because eF~is isn't — as the Mayne has said, iPs not a debate it's just a
question/answee so you weee aware but you fdt it created a —the ability fot the Gty to waive
uh...

Flatten: Let me say three tl5ings.
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Vice Mayor 6irco: Pextainaig to my question? _

Plattrn: Yes.

Vice Mayoz Chiuo: A(rig6t '

1 tten: One. There is nolanguage if you take a look nt the Chatter section 1504 or ]505
subpara~aph c these is no lanbvage in the Charter that ptohbits any abKeement between
collective bargaining parties to permit employees to subsidize any poeUOn of the employer's
mntribudoii right No prohibition, no language that says you can't do that iu a mllccdvc
6aigaini~g abxeement anywhem in the Chaxrer. Numbec 2 the case law and unEoimnately we
have ro go atl the way back to the great depression, the case law coming from the great
depression and [infer specifically to the case of Scott a Cily ofL:oaAngelet which I discussed
briefly last nght with Mr. Doyle as he ine3ieated to you pxcviously; was a case iemackably similae
to this where the City of I.os Angeles told its employees that despite their Charter and ordinance
requieemenfs ro pay a certain satazy, they did vot have adequate Escal resources to do so and
requested that tl~e employees waive the salary iuceeases fox a set period of time. The employccs
subsequently sued and the court of appeal found chat waver was effective. That of course was a
1948 derision prior to passage of die Meyers Millias Brown Act which cmared collective
bazgaining betweca Public employees and employers so in oue judgment underthe la~v through
a collective bargaining agreement you may waive a particular peovision ox right unties a Charter.
Finally number three as I tried ro explain and answer tivs ~cact question yesterday to Mr. Gucza,
tlils is an issue not of legal tec6nicaGry but oEpolirica! will You have before you a proposal that
dearly even if we were to set asideand agree for a moment that a ceetain pocdmi of the normal
cost would be subsidized Uy the employees, cteacly the large majority would not Ue normal costs
its prior service costs. We also have ageeed rhae if Eor any reason tl~e contributions would cease
that we would begin unmediate baegaining to provide the city the enact savings to the pemiy so
the protection is three Cnr the city if Eor some reason lega0y we'ee wrong about dais so thaPs the
answer I can give you Councilmembee Chirco to your question.
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